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THE FECUNDITY OF THE NATIVE AND 
FOREIGN BORN POPULATION IN 
MASSACHUSETTS.* 


II. 
FECUNDITY AND MORTALITY. 


Ill. Frounnprry. 


1. Births. 


THE following study will, as indicated before, embrace 
the births in the fifteen years from 1888 to 1897. Table 
XVII. gives the births by parentage for the fifteen years 
and the three quinquennial periods. 


* Errata.— In Part I. of this article printed in this Journal for November, 
1901, on page 7 under “ Ireland, increase in per cent., 1890-95,”’ read —.6 in- 
stead of .6; on page 15, line 25, read 1893-97 instead of 1883-97; on page 24 
read married 1887-89 instead of married 1887-99 ; on page 31, under “ Foreign 
males, not married, age unknown,” read 449 instead of 944; “‘ Native females 
married, percentage, 20-29 years,” read 39.19 instead of 60.81, the same not 
married read 60.81 instead of 39,19. 
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TABLE XVII. 

NomBeEr oF BIRTHS EXHIBITING THE PARENTAGE, 1883-1897. 
Yuan. | Total. | Native. | Foreign. | Native father. | Porcign father.) Not 
1ses | 47,285 | 18,412] 19,188 3,771 4,898 1,516 
1884 | 48615 | 18,734 | 19,750 4,058 4,613 1,460 
1885 | 48,790| 18,822] 19,733 4,295 4,577 1,368 
1986 | 50,788 | 19,531 | 20,758 4,518 4,781 1,200 
1987 | 53,174 | 20,207 | 22,781 4,853 5,025 308 
188 | 54,893 | 20,078 | 22,990 5,771 5,784 270 
1889 | 57,075 | 20,260! 924.760 5,913 5,850 292 
1890 | 57,777 | 20,023 | 25,361 6,160 5,961 972 
1891 | 63,004! 21,325 | 28,097 6,685 6,545 352 
1892 | 65,824 | 21,800| 29,895 6,919 6,767 443 
1893 | 67,192 | 21.788 | 31,448 7/003 6,666 287 
1894 | 66,936 | 21,718] 31,008 7,107 6,833 270 
1895 | 67,545 | 21,851 | 31,628 7,026 6,821 219 
1996 | 72,343 | 22,810] 34,237 7:792 7,241 263 
1897 | 73,205 | 23,894 | 35,256 7,152 6,766 207 
a 248,652 | 95,706 | 102,210 21,495 23,394 5,847 
a 298,573 | 103,486 | 131,108 | 31,448 30,907 1,629 
a $47,221 | 111,991 | 163,577 36,080 34,827 1,246 























In order to gain a preliminary view of the general 
fecundity * of the native and foreign born population, it 
will be useful to compare the births of native parentage 
with the whole native population, those of foreign par- 
entage with the entire foreign born population. The 
births of mixed parentage will be treated half as native, 
half as foreign born. The children whose parentage was 
unknown are distributed between the births of native and 
foreign parentage in the proportion of the cases known. 
In Table XVIII. the births of native and foreign parent- 
age in the annual average of the three quinquennial 


+ Registration Report, vol. lvi. p. 129. 

* In the following pages the term “‘ fecundity” does not refer to any total 
physiological capability to bear children, but only to that part of such ability 
which finds expression in births, Barrenness, then, does not mean inability to 
bear children, but the fact of childlessness. 
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periods are compared with the population found at the 
three censuses as given in Table III. 














TABLE XVIII. 
GENERAL BIRTH-RATES OF THE NaTIvES AND Foreicn Born. 
Births. Annual birth-rate, 
PARERTAGE, 

1883-87. 1888-92. | 1893-97. 1883-87. | 1888-92. | 1893-97. 
Native. .. 120,996 | 135,402 | 147,725 17.10 17.12 17.03 
Foreign . . 127,656 | 163,171 | 199,496 48.46 49.66 52.16 
ae 248,652 | 298,573 | 347,221 25.61 26.67 27.78 























The birth-rate of the foreign born appears three times 
as large as that of the natives. While the general birth- 
rate of the total population shows a small increase from 
period to period, this cannot be said for the natives, who 
maintain pretty much the same general birth-rate through 
the three quinquennial periods. 

As the births are not published by the country of birth 
of the parents to whom each birth is specifically referable, 
it is not advisable to calculate general birth-rates sepa- 
rately for the population born in the various countries. 

Now it must be remembered that the females, as the 
child-bearing sex, must be considered in every investiga- 
tion of fecundity as the decisive factor, and adult females 
especially. The births of the native and foreign born 
women may then be compared with the adult female 
population at the three censuses as given in Table IX. 
The births from native mothers are found by adding to 
the births purely native those from foreign fathers and 
native mothers; those from foreign mothers, by adding to 
the births purely foreign those from native fathers and 
foreign mothers. The children whose parentage was not 
stated are distributed between the births of native and 
foreign parentage in the proportion of the cases known. 
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TABLE XIX. 
Srzciat BreTo-RaTes OF THE FemaLtE ADULT PoPrpuLaTION. 
Births. Annual birth-rate. 
NATIVITY OF 
MOTHERS. 
1883-87. | 1888-92. | 1893-97. | 1883-87. | 1888-92. | 1893-97. 
Native... 121,968 | 185,130 | 146,845 49.19 48.37 48.78 
Foreign . 126,684 | 163,443 | 200,376 96.05 102.62 107.29 
State . . . | 248,652 | 298,573 | 347,221 | 65.46 | 68.07 71.18 























The difference between the birth-rates, although con- 
siderably lowered by the elimination of both the total 
male sex and the female children, is still very large. The 
birth-rate of the foreign adult females is twice that of the 
natives. The birth-rate of the foreign born shows an in- 
crease from period to period, while the birth-rate of the 
natives shows a change in neither direction. 

It would throw a clearer light upon the matter if, 
among the natives as well as the foreign born, the differ- 
ent countries of birth could be distinguished. It is, in- 
deed, possible to make that distinction, at least for a short 
period, the place of birth of the mothers being known for 
the three years 1887, 1888, 1889. The figures are given 
in Table XX., columns 1 to 4, The results of the census 
of 1885, as given in Table X., column 4, may again be 
taken as a basis. The annual birth-rate of the natives is 
found to be 51.8 per thousand, that of the foreign born 
109.8. The differences between the birth-rates of the 
different countries of births are still greater. They vary 
from 43.6 for the New England states and 51.7 for the 
natives of Massachusetts to 205.7 for Sweden and 228.9 
for Portugal. But it must again be remembered that 
the population of 1885 does not give a correct basis, the 
population having changed more or less by 1888. 

It may again be assumed that the population of every 
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country of birth in 1888 was greater than that of 1885 
by three-tenths of the increase of 1885-95. The natives 
show, then, a birth-rate of 49.2, the foreign born a rate of 
98.0. These results agree very well with the rates found 
for 1888-87 and 1888-92. The other New England 
states still show the smallest rate; then, ranging up- 
ward, the natives of Massachusetts, the natives of the 
other states of the Union, the Irish, and the English 
Canadian. The highest figures are shown by Portugal, 
French Canada, Prince Edward Island, the countries not 
specified, Sweden, and Germany. 


TABLE XX. 
Srrcia, BirtH-raTes BY BrrtTHPLace oF MorTuHers. 





Birth-rate 
Births.* of female adults, 
CouNTRY OF BIRTH. 160t-28. 





1887-89. To |Corrected 





1887. 1888, 1889. 1885. (1888). 
Massachusetts . 18,154 | 18,323 | 18,661 | 55,138 51.7 49.2 
Other New Engl. st. 4,449 4,508 4,589 | 13,546 43.6 42.0 
Other states. . . 2,601 2,977 2,835 8,413 76.9 67.8 
English Canada . . 682 1,334 1,418 3,434 | 143.7 84.3 
French Canada. . . 5,221 4,677 5,050 | 14,948 | 184.8 152.4 
Nova Scotia . 2,250 | 2,339 2,377 6,966 | 107.4 101.1 


Prince Edward Island 531 543 614 1,688 | 147.8 130.6 
New Brunswick . .j| 1,059 1,095 | 1,112 | 3,266 / 123.0] 115.4 


England ri.» © % 2,473 2,688 2,758 7,919 | 105.4 92.4 
er 713 805 850 2,368 | 108.2 92.9 
Ireland . .. . .| 10,475 | 10,415 | 11,088 | 31,998 | 784] 76.6 
Germany. . . . .| 1,238 | 1,384] 1,305 | 3,927] 189.6 | 193.5 
ae 709 817 997 2,523 | 205.7 125.9 
Portugal . ar 543 609 585 1,737 | 228.9 170.7 
Other countries | _— 1,696 2,022 2,498 6,216 | 198.3 128.0 
Unknown. .... 380 357 888 | 1,125 

Native. . . . . . | 25,204 | 25,808 | 25,085 | 77,097 51.8 49.2 
Foreign ... . «| 27,590 | 28,728 | 30,602 | 86,920 | 109.8 98.0 
State... . . «| 58,174 | 54,893 | 57,075 {165,142 72.5 67.3 























*Cf£. Registration Report, vol. xlvi. p. 170£; vol. xlvii. p. 160; vol. xlviii. 
p. 160. While the totals for the state agree with those given in Table XVIL., 
the totals for the three groups, natives, foreign born, and unknown, do not 
entirely agree, The reason for this discrepancy may be found in the circum- 
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The adult females include those who because of their 
advanced years are not of child-bearing age. There are 
no statistics for Massachusetts concerning the age of the 
mothers at the birth of their children. But it may be sup- 
posed that as in other countries the physiological capabil- 
ity of the female sex to bear children is exhausted after 
the fifth decade of life. The women of fifty years and over 
may then be eliminated, and the births of the native and 
foreign born women compared with the adult female popu- 
lation under fifty years.* 


TABLE XXI. 


Sprciat Brrts-RaTEs OF THE ADULT FEMALE POPULATION OF 
CHILD-BEARING AGE. 

















NatTIvITyY. 1885. 1890. 1895.§ 
Native, 14-49 years . . 382,717 429,963 468,551 
Foreign, 14-49 years. 203,372 244,575 287,435 
State, 14-49 years . . 586,089 674,538 755,986 








SpeciaL Brrts-RATEs. 











NATIVITY OF MOTHERS. 1883-87. 1888-92. 1893-97- 
ee 63.74 62.86 62.68 
Foreign ...... 124.58 133.65 139.42 
Peer ae 84.85 88.53 91.86 














The native born show a slight decrease in their birth- 
rate from period to period. On the other hand, the birth- 


stance that among the 1,125 mothers whose country of birth was not known 
there were 255 whose general nativity (native or foreign born) was stated. 


*Tt is again difficult to understand how Arséne Dumont, in his Essay (1. c. 
p. 338), could state that the censuses do not permit the computation of the 
proportion of the births to the women of fifteen to forty-nine years. (Cf. p. 20.) 

t Calculated from Census of 1885, vol. i., part 1, p. 443. 

¢ Calculated from Census of 1890, vol. i. p. 851; vol. ii. p. 44. 

§ Calculated from Census of 1895, vol. ii. pp. 422 f., 337. 











FECUNDITY OF THE MASSACHUSETTS POPULATION 147 


rate of the foreign born, which even in the first period is 
nearly twice that of the natives, shows a continuous in- 
crease. The elimination of the women who have passed 
the limit of fifty years does not change the birth-rates in 
favor of the natives. It is not possible to make the same 
comparison for the different countries of birth. 

Now it is clear that the proportion of women living in 
wedlock exercises the greatest influence upon the birth- 
rate. As it was stated before, that proportion is consider- 
ably higher among the foreign born than among the 
natives. It will be the scope of the following pages to 
find how far the difference between the birth-rates of 
the natives and foreign born is due to that difference in 
the conjugal condition of the two classes. 

It must be taken into consideration that not every birth 
is in direct relation to a married woman. There are, in- 
deed, children conceived, a part of them also born, out of 
wedlock. But, as the statistics of Massachusetts do not 
give at all data regarding the duration of the marriage at 
the births of the legitimate children, the number of chil- 
dren produced out of wedlock is entirely unknown. On 
the other hand, in regard to the children born out of wed- 
lock, the record of illegitimacy in Massachusetts must 
be more or less incomplete, because under existing laws 
there is no requirement that the certificate shall contain 
the facts as to legitimacy or illegitimacy.* And, as the 
notices of late years, especially since 1892, are still more 
incomplete, it will be preferable to ignore them. This 
will, in fact, be almost unavoidable, as since 1890 the il- 
legitimate children are not given separately by parentage. 
The element of error thus introduced will be of but slight 
importance, as the whole number of illegitimate births 
recorded constitutes only a small proportion of the total 
number of births. In the whole period since 1856 it never 


*Cf. S. W. Abbott “‘ Vital Statistics of Massachusetts ’’ in Twenty-eighth 
Annual Report of the State Board of Health of Massachusetts, 1896, p. 740. 
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surpassed 2.2 per cent. The number of illegitimate chil- 


dren, according to the nativity of the mother, is published 
only up to 1891. The figures for the eight years since 
1888 are given in Table XXII. 


TABLE XXIL* 
IntecitmatTe CHILDREN BY Nativity or THE Moruzrs, 1883-90. 





Nativiry OF MoTHERS.| 1883. | 1884. | 1885. | 1886. | 1887. | 1888, | 188. | 1890. 


























Native. .... 444 | 445 | 460 | 496 | 524) 495} 480/ 519 
Foreign. .... 376 | 370 | 400 | 489 | 532 | 532] 494/ 597 
Not stated. . .. 79; 79) 43 49 102 31 71 90 

Totals .... 899 | 894 | 903 | 1,034 | 1,158 | 1,058 | 1,045 | 1,206 














As the illegitimate birth-rate of the natives and foreign 
born does not differ conspicuously, the neglect affects 
about equally the natives and foreign born. 

Table XXIII. gives the proportion of the births in the 
three quinquennial periods to the total married women at 
the last three censuses. The number of married women 
is given in Table XIV. 











TABLE XXIII. 
Rerinep BiretTs-RaTEs OF THE MarRizgD WoMEN. 
Nativity oF MOTHERS. 1883-87. 1888-92. 1893-97. 
CS © s)6 ee & « 105.35 106.41 108.39 
Foreign ....... 181.51 195.41 199.54 
eae 134.00 141.75 147.19 














The difference becomes a little smaller, indeed, by elimi- 
nating the unmarried from the adult women. The natives 
do not show the oscillation in the different periods which 


* Registration Report, vol. xlii. p. 236. 
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was noticed in the treatment of the whole adult female 
population. They have a small increase, but the increase 
of the birth-rate of the foreign born is much more con- 
siderable. As the conjugal condition of the women born 
in different countries is not known, it is not possible to 
extend that computation to them.* 

It remains still to eliminate from the married women 
those who have passed the fifth decade of life. As the 
census of 1885 does not give any subdivision of the age 
group, twenty to seventy-nine years by conjugal condi- 
tion, and as the subdivision of the census of 1890 does 
not agree with that of 1895,— the study may be restricted 
to the figures of 1895. 











TABLE XXIV. 
Rerinep BirtH-RaTE OF THE MARRIED WOMEN IN CHILD-BEARING AGE. 
Married women 14-49 Births, Annual birth- 
NatIviTY. years of age, 1895.t 1893-97. rate, 
Native. .. 206,137 146,845 142.47 
Foreign . . 159,178 200,376 251.76 
rer $65,315 347,221 190.09 














*The census of 1885, however, shows for some countries of birth the 
totals of the women who were married or had been married. As among these 
totals, the women living in wedlock constitute nearly four-fifths (78.9 in the 
state, 79.4 among the natives, 78.1 among the foreign born), the percentage 
of women living in wedlock or having been married among the total adult 
women will furnish a pretty fair indication of the differences which would 
occur from a comparison of the births with the total adult women and the 
women capable of bearing a legitimate child. The fact that the not single 
women constitute only 58.8 per cent. of the total adult women among the 
natives and 67.7 per cent. among the foreign born (the percentage for the 
state being 61.9) thus explains the smaller difference of the refined birth-rate 
of the married native and foreign born women than between the special rates 
of the total adult women. The percentages of the not single women among 
the total adult women born in different countries are as follows: Massachu- 
setts, 53.9; other New England states, 74.2; other states, 62.8; English Can- 


t Calculated from Census of 1895, vol. ii. pp. 216-219. 
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The discrepancy between the birth-rates of the native 
and foreign born women living in wedlock becomes still 
smaller by eliminating the older women; but it is yet 
very large, the rate for the natives being 14.25 per cent., 
that for the foreign born 25.18 per cent.* 


ada, 59.6; French Canada, 64.1; Ireland, 69.9; Germany, 82.0; all others, 
64.5. The small proportion of not single among the adult natives of Massa- 
chusetts, which diminishes a little the importance of the small special birth- 
rate of these natives as well as the large rate of the women born in Germany, 
seems to be partly due to the small proportion of single women. The extraor- 
dinarily small birth-rate of the natives of the other New England states be- 
comes still more striking when viewed in connection with the large proportion 
of married women. 

*It is utterly impossible to get any insight into the fecundity of mar- 
riages by comparing the births of a certain period with the marriages at the 
same time, as does, for instance, Arséne Dumont, in his above-mentioned 
essay. The births of a certain year, as stated before, are the consequence of 
the marriages concluded during twenty and more years before, and have but 
little to do with the marriages of the same! year. Abbott, in his Vital Sta- 
tistics (op. cit.), apparently improves that method by comparing the births 
with the marriages concluded five years before. The result of that method of 
comparison, as well as that of Dumont, appears in the following table, which 
eontains the birth-rates found above for the two quinquennial periods 1888-92 
and 1893-97 : — 





Native. Foreign. State. 





1888-92.|1893-97.| 1888-92. |1893-97.| 1888-92. | 1893-97. 





7. for every marriage in the 
(Dumont) ..... 2.25 2.35 3.62 3.95 2.84 3.07 


Births. r every mare (Atwoet in the 


preceding five years (A 
a bi rate of the 7 ™ 


2.43 2.48 4.73 4.35 3.31 3.30 
hs sk 6 + 86 SO 1.71 1.70 4.97 5.22 2.67 2.78 
Special birth-rate of the adult fe- 
e ts + 6 @ 8.6.6 4 « & @ 4.84 488 | 10.26; 10.73 6.81 7.12 
peci 
of child-bearingage ..... 6.29 6.27 | 13.37 | 13.04 8.85 9.19 


Ei. Eis ¢ «sc © 6 6 § 10.64 | 10.84 19.54] 19.95 | 1418 / 14.71 
Refined yee of the married 
women of child-bearing age . . _ 14.25 a 25.18 -- 19.01 


























While all the methods of computing birth-rates for the whole state and 
for the foreign born lead to a result showing an increase from 1888-92 to 
1893-97, a comparison of the births with the marriages of the preceding quin- 
quennial period show a decrease. The mathematical explanation is simply 
that the marriages of the foreign born and in the whole state have increased 
more from 1883-87 to 1888-92 than the population and the elements of the 
population by comparison with which the birth-rates have been computed. 
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The immense difference found between the general 
birth-rate of the natives and foreign born is caused partly 
by the greater number of children among the natives. By 
eliminating these children the difference decreases much. 
It decreases still more by eliminating the women who 
have passed the child-bearing age, and decreases further 
by eliminating the married women. But the real fecun- 
dity of the native women is, nevertheless, much behind 
that of the foreign born. The high birth-rate of the 
foreign born is especially due to the large fecundity of 
the women born in Portugal, French Canada, Prince Ed- 
ward Island, the countries not specified, and Sweden and 
Germany; while among the natives the small fecundity 
of the natives of the other New England states is most 
striking. 


2. Fecundity of the Mothers. 


In the preceding investigation the births have been 
taken into consideration. They have been compared with 
the whole population, with the adult women, with the 


If, and only if, the fluctuation in the marriages alone determined the number 
of married persons in child-bearing age, a comparison of births and marriages 
could elucidate the problem of the fecundity of marriages. But that, of 
course, is by no means the case. It is a mere accident that the rates obtained 
by the comparison of the births of 1893-97 with the marriages in 1888-92, and 
the birth-rates of the married women of child-bearing age for 1893-97, show 
about the same differences for the natives and foreign born. It only proves 
that the difference in the number of marriages among both classes of nativity 
in 1888-92 and in the women married of child-bearing age was about the same, 
which need not be the case. The number of married wqmen of child-bearing 
age in a certain period is partly due to the marriages occurring in the preceding 
quinquennial period, but only partly. It is affected by the marriages, deaths, 
divorces, emigrations, and immigrations in the preceding decades, each of 
which exerts upon it a special modifying influence. Again, with regard to the 
method applied by Dumont, it must be remembered that this number (of 
married women) itself affects the marriages and the births in a quite different 
way. An increasing proportion of persons living in wedlock decreases the 
marriages, the amount of people in marriageable conjugal condition becoming 
smaller, and for the same reason increases the births. On the other hand, a 
decreasing proportion of married women has the tendency to increase the num- 
ber of marriages and to decrease the births. 
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adult women of child-bearing age, with the married 
women, with the married women of child-bearing age. 
In all these comparisons the starting point was the num- 
ber of births which occurred during a certain period, the 
individuality of those who had borne the children being 
lost. In the following pages the subject will be treated 
from another point of view; i.e., the mothers will be con- 
sidered in regard to the number of births each of them 
had until a certain date. At the census of 1885 each 
woman who was married at the date of the enumeration 
or had been married before —i.e., every woman married, 
widowed, or divorced — was asked how many children she 
had borne. A later investigation has not been published. 

Table XXV. gives separately for the natives and foreign 
born the total number of women living or having lived in 
wedlock, and among them those who have not had chil- 


dren. 











TABLE XXV. 
Marriep WomEN witTHOuT CHILDREN, BY Nativity.* 
Total married Married en 
NatIvVITY. women. without children. Percentage. 
Native... 291,554 58,850 20.18 
Foreign . . 178,652 23,711 13.27 
State ... 470,206 82,561 17.56 














The proportion of women without children among the 
total number of married women is considerably higher for 
the natives than for the foreign born, the percentages 
being 20.2 and 138.3 respectively. The census of 1885 
gives separately analogous data for the population born in 
different countries. The figures as published in the census 
volume are given in Table XXVI. 

In agreement with their small birth-rate, the highest 
proportions of women without children are found among 


* Census of 1885, vol. i., part 2, pp. 1169, 1173. 
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TABLE XXVI. 
Marrizp Women witHout CHILDREN BY CounTRY OF BirTH.* 
CounTRY OF BIRTH. a a Percentage. 
Massachusetts .. . 191,776 37,887 19.73 
Other New England 
etates. 2 2 et et 76,894 16,098 20.94 
Other states . . . . 22,884 4,915 21.48 
ee 94,969 10,986 11.57 
English Canada. . . 4,750 924 19.45 
French Canada. . . 17,276 2,015 11.66 
Great Britain. . .. 23,295 3,358 14.42 
Germany ..... 7,691 858 11.16 
British possessions. . 21,206 4,001 18.87 
Other countries . . . 9,465 1,569 16.58 














the natives and the women born in English Canada; while 
the women born in French Canada and Germany, who 
had a very large birth-rate, contain a very small propor- 
tion of women without children. The exception made 
by the women born in Ireland is highly interesting. 
Ireland with its small birth-rate in 1887-89 had a very 
small number of married women without children in 1885. 
This fact speaks in favor of the hypothesis that the mar- 
ried women born in Ireland had a greater fecundity in the 
preceding decades. It is also interesting that the natives 
of Massachusetts show a smaller percentage of married 
women without children than the other natives. 

In order to determine the proportion gf women who, 
without regard to their conjugal condition, had not con- 
tributed to the propagation of the population, the follow- 
ing comparison will include the single women of marriage- 
able age and give the proportion of women without chil- 
dren among the total adult women, both native and foreign 
born. 

As the proportion of single women among the adult 


* Census of 1885, vol. i., part 2, p. 1172, f, 
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TABLE XXVII. 


Aputt WoMEN wiTHouT CHILDREN.* 





Adult women without) 
children. Percentage. 








Nativity. Total adult + women. 
Native. ... 495,869 263,165 53.07 
Foreign ... 263,792 108,851 41.26 
aaa 759,661 372,016 48.97 














native women is much larger than among the foreign born, 
the difference between the proportion of women without 
children is further increased by adding for both the 
natives and foreign born the corresponding numbers of 
single. The proportion of the adult native women who 
had not given birth to a child is then 53.1 per cent., while 
that of the foreign born is but 41.3 per cent. Table 
XXVIII. gives analogous figures for the women born in 
different countries. As it was not possible to find the 
exact number of adult women born in the “ British pos- 
sessions,” these women have not been treated separately, 
but will be found among the women born in other coun- 
tries. 

Massachusetts, with its very small marriage and birth 
rates, has the largest proportion of adult women without 
children. Then follow English Canada and the other 
states, both with a small marriage and birth rate. By 
far the smallest proportion of women without children is 
found in the case of Germany. The second place is occu- 
pied by Ireland, which, then, in previous decades, seems 
to have had not only a greater fecundity, but perhaps also 
a stronger nuptiality. The other New England states, 
which in 1887-89 had an extraordinarily small marriage- 


* Calculated from Census of 1885, vol. i., part 1, p. bxiii; part 2, p. 1169. 
t The adult women will always include the married native of Massachu- 
setts thirteen years of age. 
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TABLE XXVIIL 


WomMEN witHouTt CHILDREN BY CounTRY or Birta.* 








CounTRY OF BIRTH. teem winlult women |_| Percentage. 
Massachusetts . . 355,755 201,816 56.73 
Other New England 

states . 103,670 42,874 41.36 
Other states. ... 36,444 18,475 50.69 
Ireland . es 135,796 51,813 $8.16 
English Canada. . 7,968 4,142 51.98 
French Canada. . . 26,968 11,707 43.41 
Great Britain... 32,787 12,850 39.19 
Germany . — 9,379 2,546 27.15 
Other countries ‘4 50,894 25,793 50.68 














rate and the smallest birth-rate, have, nevertheless, a per- 
centage of adult women without children much below the 
average of the state, and equal to the average of the 
foreign born, and a smaller percentage than the French 
Canadians with their much higher marriage-rate and their 
excessively high birth-rate. The explanation of this is 
that the women born in the other New England states for 
one reason or another, perhaps as the consequence of a 
formerly strong nuptiality, had a very small proportion of 
single women. 

In order to prove to a more satisfactory degree the ac- 
curacy of the results stated above, it would be useful to 
take into consideration the time which the married women 
have lived in wedlock. It is evident that a*large propor- 
tion of women married only six months or less will have 
the effect of increasing the proportion of married women 
without children, although that increase would not mean 
anything as regards the fecundity of the married women. 
In a general way the proportion of the married women with- 
out children will largely depend upon the total number 


* Calculated from Census of 1885, vol, i., part 1, pp. 572, 574; part 2, p. 
1172. 
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of years the married women have lived in wedlock. But 
the census does not give the duration of the marriage. 
This want can, to a certain degree, be supplied by treat- 
ing separately the various age groups, as it can be safely 
supposed that the number of newly married women will 
be comparatively high in the youngest age groups, and 
that generally the proportion of married women who, be- 
cause of the recency of their marriage had not yet borne a 
child at the time of the census, will not differ much from 
the women born in different countries. 

Table XXIX. gives, by age groups, the total number of 
married women, those without children, and the propor- 
tion of the latter for the native and foreign born popula- 
tion. 

It may be remembered that among the total number of 
married women the natives had a proportion of 20.2 per 
cent. without children, while the percentage for the foreign 
born was but 13.3. In the youngest age group,— t.e., among 
the married women from fourteen to nineteen years,— the 
proportion of women without children is pretty much the 
same for the natives as for the foreign born. The reason 
may be found in the above-indicated circumstance that 
among the married women of this age group the newly 
married are so numerous that no influence of the different 
fecundity of the two groups can be expected to appear in 
the respective figures. The next group shows a much 
higher proportion of married women without children 
among the natives than among the foreign born. Here the 
main reason will be a proportion of more or less perma- 
nently barren women among the natives. In the next age 
group the difference is still larger, and the proportion of 
the women without children remains smaller in every age 
group among the foreign born. The women of fifty to 
fifty-nine years may perhaps be considered as form- 
ing the most normal age group, their fecundity being 
exhausted and their number being not so much deci- 
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mated by mortality as to give too small figures for a 
fair comparison. Among the native married women of 
fifty to fifty-nine years there are 14.8 per cent. with- 
out children, while only 9.8 of the foreign born had 
not given birth to a child. That seems to prove, be- 
yond doubt, a larger proportion of permanently barren 
women among the natives than among the foreign born. 
But it is not impossible that mortality affects in a differ- 
ent way the barren natives and the foreign born. If the 
excess of women without children among the natives is 
caused by a voluntary barrenness, while the barrenness of 
the foreign born is generally the result of a physical de- 
fect, it would be possible that the mortality of the barren 
foreign born women would be relatively higher than that 
of the natives, so that the proportion of the barren women 
living at the sixth decade would be smaller for the foreign 
born than for the natives. But it is not probable that the 
above-stated difference could be accounted for to any 
large degree by this contingency. 

Table XXX. gives the total number of married women 
by age groups, those without children, and a comparison 
of both for population born in the different countries. 

Among the total married women the smallest propor- 
tions of women without children were found for Germany, 
Ireland, and French Canada, while the three groups of 
natives and English Canada had the largest proportions. 
The discrepancies in the above table in the youngest age 
group may be again explained by the decisive influence of 
the newly married. If the French Canadians occupy in 
this group the first rank, it may be partly the consequence 
of their higher fecundity ; but it will be at least partly be- 
cause they marry younger. It is possible, although not 
probable, that this is also the reason why the women of 
Massachusetts, who generally are so barren, follow im- 
mediately the women born in French Canada. An as- 
tounding regularity gives to the different countries for 
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the next four age groups the same rank they occupied in 
the list of the total married women. Only the follow- 
ing exceptions can be noted. In the group twenty to 
twenty-nine Great Britain ranges before Ireland; in 
the group thirty to thirty-nine Great Britain and 
the British possessions have a higher percentage of 
women without children than the three groups of 
natives. The figures for the group over sixty years are 
so small that the results are not well defined, although the 
superiority of Germany, Ireland, and French Canada over 
the English Canadians and the natives appear still in 
these groups. The Germans and French Canadians have, 
in every group after the third decade of life, less than 10 
per cent. of married women without children, the minima 
being 2.9 per cent. for the French Canadians in the group 
sixty to seventy-nine years, for the German 2.2 per cent. 
in the group eighty years and over, and 6.9 per cent. in 
the group fifty to fifty-nine years. If the insignificant ex- 
ception which the women born in the other New England 
states constitute for the oldest group is ignored, the three 
groups of natives never attain so low a percentage as 10. 
The married women of Massachusetts show in every group 
under fifty years a smaller percentage than the other 
natives. 

It may now seem useful to extend the same comparison 
to the total adult women, neglecting their conjugal con- 
dition. Table XXXI. gives by age groups the total num- 
ber of adult women, those without children, and the pro- 
portion of the latter for the native and foreign born popu- 
lation. 

As for the entire population, in every group the propor- 
tion of the women without children among the total adult 
women is more or less higher for the natives than for the 
foreign born. The differences are most conspicuous in 
the groups between thirty and sixty years. The difference 
is very small for the group twenty to twenty-nine years. 
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The reason is to be found in the surprising circumstance 
that the percentage of single women in this age group is 
smaller for the natives than for the foreign born.* 

Table XXXII. gives, in the same way, by age groups 
the total number of adult women, those without children, 
and a comparison of both for the population born in the 
different countries. 

It may be remembered that Germany had by far the 
smallest proportion of women without children among the 
total adult women, and that it was followed by Ireland 
and Great Britain; while Massachusetts, English Canada, 
and the other states had the largest proportions. This 
order does not appear in the first age group for the reason 
stated above, neither does it appear regularly in the follow- 
ing age groups. Germany, it is true, occupies the first 
rank in the groups between twenty and fifty years and in 
the oldest group, and has the second place in the groups be- 
tween fifty and eighty. Great Britain occupies the third 
place in every group over twenty years. Massachusetts has 
the highest proportion of women without children in every 
group over thirty years, and the second place in the other 
greups. Also the other states and English Canada have, 
in every age group, a rather high proportion of women 
without children. But the exceptions are not less numer- 
ous. The women born in French Canada have the small- 
est proportion of women without children in the age 
groups fourteen to nineteen and forty to seventy-nine 
years, and occupy the second place in the other groups; 
while in the average they have a proportion of women 
without children which is not very low. The reason 
must be sought in the excessive proportion which the 
women between fourteen and twenty years make of 

* The percentage of single women among the total adult women of 20-29 
years was, in 1885, 55.4 for the natives and 57.5 for the foreign born. (Cf. 
p. 33.) This proportion is very different from the corresponding figures 


for 1895, which, being 59.5 and 51.9, show a high excess of single among 
the natives. 
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the entire adult female population born in French Can- 
ada, which, although containing a relatively large number 
of women with children, have a tendency to decrease the 
average for the whole. The women born in Ireland, who 
in the average have a very small proportion of adult 
women without children, have the highest proportion 
among the women under thirty years, and in every group 
between thirty and eighty years, a higher proportion than 
the average of the foreign born. The women born in the 
other New England states, who exhibited a surprisingly 
small proportion of women without children in the average, 
range in the three groups between thirty and sixty years im- 
mediately before Massachusetts, and have in no group an 
excessively small proportion of women without children. 
The reason is to be found in the circumstance that the 
adult women born in Ireland and the other New England 
states are comparatively old, and hence are less numerous 
in the age groups which generally show more women 
without children. (Cf. p. 82, note*.) It can then easily 
be seen that a study of the average number of childless 
women without respect to the different age groups does 
not afford a satisfactory result. 


- In the preceding pages the proportion of the women 
without children has been treated. The complement of 
their proportions are the relative percentages of women 
with children. The subject of the following pages will 
be the average number of children born to every woman.* 

Table XXXIII. gives for the natives and foreign born 
the average number of children born to each married 
woman. 

The average number of children born to each native 


* This question has been treated in the analysis of the census of Massa- 
chusetts in 1885, in a way deserving very little credit. Instead of affording 
the average number of children born to every married woman, the official 
analysis gives the average number born to every married woman who had chil- 
dren, furnishing thus an enormous number of averages which are practically 
useless. 
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TABLE XXXII. 











Numser or Caitpren BY Nativity or Moruers. AVERAGES. 
Average number of | Aver: number of 
NatIviry, Number of chil- |children born to each| children bora to each 
dren. married woman. adult woman. 
Native 784,499 2.69 1.58 
Foreign . 809,548 4.53 3.07 
State . 1,594,047 3.39 2.10 














married woman is 2.7, that for the foreign born 4.5, while 


that for the state is 3.4. 
Table XXXIV. gives the same data for the different 


countries of birth. 
TABLE XXXIV. 


Nomser ory Cartpren BY Country oF Birts or THE MOTHERS. 








AVERAGES. 
seine nih avers ee ge va aoueer 
umber of jof c ren rn} Of C. ren rm 
CouNTRY OF BIRTH. children.t | to eaeh married | to each adult 
woman. woman. 

Massachusetts. . 518,614 2.70 1.46 
Other New England states, 202,673 2.64 1.96 
Other states .. 63,212 2.76 1.73 
Ireland . . , 472,467 4.97 3.48 
English Canada a oe 15,228 3.21 1.91 
French Canada ... . 94,476 5.47 3.50 
Great Britain . ° 94,030 4.04 2.87 
Germany ce: 32,415 4.21 3.46 
British ions . 69,598 3.28 1.98 
Other countries 31,334 sai °° . 














In general, those countries of birth which had a small 
proportion of married women without children have a 
high average of children for each married woman, and 
vice versa. French Canada and Ireland, which had very 
small proportions of married women without children, have 

* Census of 1885, vol. i., part 2, p. 1169. 
t Census of 1885, vol. i., part 2, p. 1199. 
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a high average of children for each married woman ; while 
the three groups of natives and English Canada, with 
their very large proportion of married women without 
children, have a small average of children. But the 
married women born in Germany, who had the smallest 
proportion of women without children, have a smaller 
number of children than the average of the foreign born ; 
while the women born in the other states had the highest 
proportion of women without children, and have a larger 
number of children than the natives of New England. 
The high birth-rate of the women born in French Canada, 
which was found for 1887-89, agrees with the high 
average number of children for each married woman born 
in these countries ; while the contrary can be said about 
the three groups of natives and the English Canadians. 
The small birth-rate of Ireland, as was seen, did not 
coincide with a high proportion of women without chil- 
dren ; nor does it manifest itself in the average of children 
for each married woman,—a new indication that the low 
fecundity of the Irish may be of recent date. 

These results will appear more clearly by including the 
total adult women. As the proportion of the single is 
considerably higher among the natives than among the 
foreign born, the differences between the two groups will 
be found still larger. The average number of children 
for each adult native woman is 1.6; that of the foreign 
born is 3.1, or nearly double; while that for the state is 
2.1 (v. Table XX XIII, column 8). 

Among the women born in the different countries the 
highest average of children is for French Canada, Ireland, 
and Germany, the proportion being in the three cases 
8.5. If, on the one hand, this result agrees with the fact 
that these countries show also the highest average of 
children for each married woman, the fact must not be 
lost sight of that these averages differ widely. The 
married women born in French Canada have an average 
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of 5.5 children, those born in Ireland 5.0, those born in 
Germany but 4.2. The reason for this discrepancy is to 
be found in the different conjugal condition of the popu- 
lation born in these countries. It is not astonishing that 
Germany, with its high proportion of women living in 
wedlock, shows such a slight difference between the aver- 
age of children for each adult woman and for each married 
woman. It is likewise not surprising that Ireland with its 
smaller, and French Canada with its still smaller propor- 
tion, of married women, show such considerable differ- 
ences. By far the lowest in the list are the natives of 
Massachusetts, with their high proportion of single women. 
They have an average of less than 1.5 children for each 
adult woman; while the natives born in the other New 
England states, with their smaller average of children for 
each married woman, have an average of nearly 2.0 
children for each adult woman (v. Table XXXIV.). 

It will be of interest to see if the average number of 
children for each married native woman is equally smaller 
in every age group than that of the foreign born. 

Table XXXV. gives, by age groups, the number of 
children and the averages for both married and adult, for 
the natives and foreign born. 

If, for the reason already given, no attention is paid to 
the youngest age group, the proportion of women without 
children among the native women is higher in every age 
group than among the foreign born, and the average num- 
ber of children for each married woman is smaller in every 
age group of the married women. And ih the same way 
it may be stated that, as in every age group the proportion 
of women without children among the total adult native 
women is higher than among the foreign born, so the 
average number of children for each adult woman is 
smaller in every age group of the adult women. But it 
must be noted that in both comparisons the differences 
between the average number of children are the greatest 
in the groups of child-bearing age. 
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The census does not give analogous figures for women 
born in the different countries, 


8. Summary on Fecundity. 


The main conclusions which may be drawn from the 
preceding consideration of fecundity are the following : — 

I. In the quindecennial period from 1883 to 1897 the 
general birth-rate of the foreign born is three times that 
of the natives. This difference is partly due to the larger 
proportion of children and adult women living out of 
wedlock among the natives. The special birth-rate of the 
foreign born adult women is still twice that of the natives, 
while the refined birth-rate of the foreign born married 
women is four-fifths higher than that of the natives. The 
age constitution of the total adult or the married women 
does not materially influence these differences. A restric- 
tion of the comparison to the women of child-bearing age 
alters the differences only a trifle. The refined birth-rate 
of the married women of child-bearing age was seven- 
tenths higher for the foreign born than for the natives. 
A subdivision of the fifteen years into three quinquennial 
periods shows the birth-rates of the natives to be rather 
steady, while for all the different birth-rates of the foreign 
born it shows a decided increase from period to period. 

II. In the triennial period from 1887 to 1889 the special 
birth-rate of the adult women born in Massachusetts was 
that of the average of the natives; while that of the 
women born in the other New England states was less, 
and that of the women born in the other states was con- 
siderably higher, the latter still being smaller than that of 
any foreign country. Among the different countries of 
birth, Ireland, with a rate more than a half higher than 
Massachusetts, had the smallest one. English Canada, 
England, and Scotland were the only groups which also 
had a rate less than twice as high as Massachusetts. 


eS 





} ’ 
| 
| 





172 QUARTERLY JOURNAL OF ECONOMICS 


The French Canadians and the women born in Portugal 
seem to have a birth-rate more than three times as high as 
the natives of Massachusetts. But the statistics of birth 
of the mothers born in the different countries need many 
improvements before warranting final conclusions. 

III. At the census of 1885 the number of women who 
were married or had been married without having ever 
borne a child was one-fifth among the natives, while it 
was but two-fifteenths for the foreign born. The differ- 
ences are even greater in a comparison of the total adult 
women. They appear also in every single age group of 
the married women, while among the total adult women 
under thirty years of age the natives showed a trifle smaller 
proportion of childless women than the foreign born. 
The average number of children borne by every married 
woman was two-thirds higher for the foreign born than 
for the natives; while among the total adult women the 
foreign born had, on the average, twice the number of 
children of the natives. These differences are especially 
high for the age groups between thirty and sixty. 

IV. The percentage of childless married women born 
in the United States and English Canada was one-fifth; 
while that of the women born in Germany, French Can- 
ada, and Ireland was but one-ninth. Although these 
differences are not so great in each age group, they still 
appear in every one. The average number of children 
born to each mother was the smallest for the natives: it 
was four-sevenths higher among the German women, six- 
sevenths higher among the Irish women, and twice as 
high among the French Canadians. In general, the pro- 
portion of childless married women agrees with the aver- 
age number of children for each married woman. But 
that is not always the case. 
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IV. MorrTatiry. 
1. Deaths. 


The data of deaths published separately for the natives 
and foreign born in Massachusetts are extremely meagre. 
No figures were given at all up to 1888, and since 1888 
only the total number of deaths of native and foreign born 
persons can be found, no distinction being made for sex, 
age,etc. The figures as published in the Registration Re- 
ports are as follows : — 


TABLE XXXVI. 


Deatus By Nativity, 1888-97.* 











Nativity. 
YEAR. Total. 
Native. Foreign. Unknown. 
ee <&. ee se & 42,097 31,124 10,574 399 
ae + we & 4S @ 41,777 30,650 10,687 440 
ee ce & Bee 43,528 31,605 11,508 415 
.. ee ae ee ee 45,185 32,733 11,907 545 
a el a 48,762 35,097 13,044 621 
Se .o- 486 S 6x 49,084 35,285 13,136 663 
Se e 6s, 6.4 * 46,791 34,301 11,895 595 
oh a a 47,540 34,472 12,515 553 
Ne se 49,381 35,885 12,984 512 
i oe oe 47,419 34,046 12,926 447 
WOUOR 2 tw tt 221,349 161,209 57,720 2,420 
SO 6 a es 240,215 173,989 63,456 2,770 

















In Table XXXVII. the native and foreign born de- 
cedents in the annual average of the fwo quinquennial 
periods are compared with the population found at the 
censuses of 1890 and 1895. The deaths of persons whose 
nativity was unknown are divided between the natives 
and foreign born in the proportion of the cases known. 

The rate for the foreign born being already smaller in 
the first period decreases still more than that of the 
natives in the following period. 


* Registration Report, vols. xlvii.-lvi., Table 1. 
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TABLE XXXVI. 
Generat Deatu-RaTzes OF THE NaTIvVEs anD Forricn Born. 











DEATHS. 
NATIVITY. 1888-98. 1893-97. 
Cn + ¢ €e8<«« ’ 162,991 176,019 
Foreign... . +. ses 58,358 64,196 
ee ae eee 221,349 240,215 











ANNUAL DEATH-RATES. 











NaTIvITY. 1888-92. 1893-97. 
pe ee ee 20.61 20.29 
Foreign... ..+-+.. 17.76 16.78 
M4 & 6 0 0 « + oe y 19.77 19.22 











It would throw a clearer light upon the subject if, among 
the natives as well as among the foreign born, it was pos- 
sible to distinguish the different countries of birth. It is 
only possible to make that distinction for the two years 
1888 and 1889, for which the countries of birth of the de- 
cedents are published. The figures are given in Table 
XXXVIII., columns 1 and 2. There arises the difficulty 
of finding the state of population at a date appropriate for 
comparison with these deaths. The correct basis would 
be the population at the end of 1888. That, however, is 
unknown. As for the above-mentioned reasons the cen- 
sus next to this date —i.e., that of 1890 — is not applicable, 
it will be necessary to recur to the enumeration of 1885 
(v. Table IV.). The 889 persons deceased whose nation- 
ality was unknown —they constitute but 1 per cent. of 
the total— have been ignored. 

The death-rate of the natives is found to be 21.8 per 
mille, that of the foreign born 20.2, and that for the 
state 21.6. The differences between the death-rates of 
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TABLE XXXVIIL. 
GuweraL Deatu-Rates BY CountTRY oF Bieta. 1888-89. 











Annual death- 
Deaths. ual gumemss 89. 
CountTRY oF BIRTH. 
iss” | 1880. | Torses. | Cpsget 

Massachusetts. .... . 26,015 25,824 23.2 21.3 
Other New England states . 4,173 3,990 18.8 18.3 
Other states... +s. 936 836 10.9 9.4 
English Canada .... =. 84 133 6.8 3.6 
French Canada .... . 1,064 1,035 16.3 13.1 
Nova Scotia. ..... =. 612 611 15.0 14.0 
Prince Edward Island . . . 95 133 16.7 14.8 
New Brunswick .... . 296 316 18.6 17.1 
Oe eee 972 1,025 17.5 14.2 
De « 6 tk ee ee 272 298 17.8 14.2 
ee 5,996 6,056 24.6 23.6 
Germany. . . 2.2... 404 371 16.8 14.6 
eee 161 169 17.5 10.4 
Portugal. . ... . « « 100 82 14.9 12.2 
Other countries ..... 518 458 18.6 10.6 
ee se Se 399 440 

pe ey a ee 31,124 380,650 21.8 20.2 
Wordigm . 2. 1. se we 10,574 10,687 20.2 17.2 
a a ee ee 42,097 41,777 21.6 19.5 

















the population born in the various countries are very 
wide. They vary from 6.8 per mille for English Canada 
to 24.6 for Ireland. It will then be seen that the death- 
rate for Ireland is even higher than that of the natives of 
Massachusetts, who occupy the second rank. But it can 
easily be seen that the small differenee between the 
death-rate of the natives and foreign born does not agree 
with the results above stated. The reason is that the 
population of 1885 is not a fair basis of comparison, the 
population for the different countries of birth having in- 
creased up to the end of 1888 in quite different degrees. 
It may be assumed that the increase from 1885 to the end 
of 1888 was for each country seven-tenths of the increase of 

* Registration Report, vol. xlvii. p. 164. 

t Ibid., vol. xlviii. p. 164. 











176 QUARTERLY JOURNAL OF ECONOMICS 


the period 1885 to 1890; and, for the cases where the popu- 
lation of 1890 is not known, seven-twentieths of the increase 
between 1885 and 1895. The death-rates so corrected are 
given in Table XXXVIII., column 4. The rates for the 
natives and the foreign born are now 20.2 and 18.2 re- 
spectively, and for the state 19.5,— a result agreeing fairly 
well with the rate found above for the quinquennial 
period 1888-92. The excessively small rate of English 
Canada has become still less, so that it reaches only 3.6. 
The rates for the other states, Sweden, Portugal, and the 
countries not specified, are also very small. But the abso- 
lute number of deaths considered for most of the countries 
is too small to permit final conclusions. One fact, how- 
ever, should be noted; namely, the high death-rate of the 
people born in Ireland, which is higher even than that of 
the people born in Massachusetts. If all the countries 
are combined in four great groups, consisting of the popu- 
lation born in Massachusetts, the other natives, the Irish, 
and all the other foreign born, the following rates are 
found: 21.4, 15.7, 28.6, and 12.7. 

Now it must be remembered that among the natives 
not born in Massachusetts and among the foreign born, 
both of whom are immigrants, the number of children who 
have a specially high mortality is but small. Other things 
equal, those born outside of Massachusetts would show a 
lower death-rate than the natives of the state. But, as 
the age of the decedents is not given separately for the 
natives and foreign born, it is not possible to determine 
accurately the influence of the different age constitutions. 
But it seems that the real mortality of the natives is 
smaller than that of the foreign born.* This would 


* In his treatise The Vital Statistics of Massachusetts (op. cit. p. 747), Dr. 
Samuel W. Abbott states that in the average of the eight years, 1888 to 1895, the 
general death-rate of the natives was 20.4 per mille, while that of the foreign 
born was but 17.4. He adds, ‘“‘ The difference may be partly accounted for 
by the difference in the age constitution of these two groups of the population, 
as was stated under the section relating to marriage.’’ In order to determine 
if that statement is true for the death-rate, the following table will show what 
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diminish the importance, then, of the smaller fecundity of 
the native women. That question, however, will be 
treated in the following paragraphs. 


the number of deaths in the period 1893-97 would be among the natives and 
foreign born if their death-rate was at every age period the same; i.e., that of 
the total population. Column 3 gives the death-rate of the total population for 
every quinquennial group up to the age of twenty-five years, and of every decen- 
nial age group for the older population. Columns 6 and 7 give the number of 
deaths which would have occurred among the natives and foreign born, as- 
suming their mortality to be that of the total population. 




















Quin- Deaths 1893-97. 
Popula- quennial} Native | Foreign 
Age ion | Deaths |"death- |population|»0rn pop- 
groups. 1895, | 1893-97. | rate 1895. S ens A _ ee 
. | popu rn popu- 
— on. lation. 
0-5 235.647 | 78,779 33.43 229,694 5,953 76,789 1,990 
5-10 224,119 6,730 3.00 208,411 20,708 6,108 
10-15 | 3,460 1.71 172,746 30,154 i 514 
15--20 225,881 6,305 2.79 168,745 57,136 4,710 1,595 
20-25 265,983 9,982 3.75 170,488 95,515 6, 3,584 
25-35 465,943 | 20,148 4.32 264,488 | 201,455 11,437 8,711 
35-45 341,535 | 18,832 5.51 205,422 | 136,113 11,327 7,506 
45-55 245,586 | 19,377 7.89 136,645 | 108,941 10,781 8,596 
55-65 157,651 | 22,334 14.17 1 65,971 2,988 9,346 
65-75 90,088 | 25,561 28.37 58,490 31,598 6,596 8,965 
75-85 35,405 | 20,547 58.03 503 8,902 | 15,381 5,166 
85-95 6,123 7,105 | 116.04 4,828 1, 5,602 1,503 
Over 95. 308 559 | 181.49 198 110 259 200 
Unknown 8,014 496 16.46 1,985 1,079 318 178 
Total . . | 2,500,183 | 240,215 9.608 | 1,735,253 | 764,930 | 181,740 | 58,475 




















The total number of deaths would then be 181,739 for the natives and 58,- 
476 for the foreign born, the annual death-rate of the native being 20.95, that 
of the foreign born 15.29. Now the actual number of deaths among the 
natives was 176,019, or 20.29 per mille, that of the foreign born 64,196, or 16.78. 
As a death-rate of the natives of 20.95 corresponds to a death-rate of the 
foreign born of 15.29, the mortality is in favor of the natives. It is still more 
favorable for the period 1888-95, the rates stated by*Mr. Abbott being 20.4 
and 17.4. It may be objected that this method of estimating the normal 
death-rate of the natives and foreign born does not give accurate results, as no 
attention is paid to the proportion of sexes either among the population or 
among the deceased, and especially as the age groups chosen are not and can- 
not be small enough. But the difference caused by that imperfection in the 
method will be but slight. It also has probably only the effect of represent- 
ing the mortality of the foreign born, especially in the youngest group, as too 
high, as their number in the first year of age, with its high mortality, is very 
small. The difference of the normal death-rates of the natives and foreign 
born would then be still higher. At all events, Mr. Abbott is not right in say- 
ing that the excess of the general death-rate of the natives over that of the 

















178 QUARTERLY JOURNAL OF ECONOMICS 





2. The Survivors. 


In the last part of the chapter on fecundity the average 
number of children borne by each woman was investi- 
gated. In the preceding pages the mortality has been 
treated. It will now be useful to study the conditions re- 
sulting from both, and consider the number of living chil- 
dren for every woman. 

Table XX XIX. gives the number of children living for 
each mother and for each adult woman at the census of 


1885. 
TABLE XXXIxX. 


Noumpgzr or Cartpren Livine sy Nativity or Morners. AVERAGES. 





— Ave number 








A 
’ Number of of dren living| of dren livin 
Nativity. children living.*| for each married| for each adu' 
woman. woman. 
Native. ..... 560,890 1.92 1.13 
Foreign ..... 537,030 3.01 2.04 
CEA a a ow % 1,097,920 2.33 1.45 














It may be remembered that the average number of 
children born to native married women was 2.7, to foreign 
born 4.5, The average number of children living for 
each native married woman was 1.9, for each foreign born 
8.0. The percentage of surviving children then was 71.4 
for the natives and 66.2 for the foreign born. The differ- 
ence between the living children for the natives and the 
foreign born is then not only absolutely, but also relatively 
smaller. This, however, does not necessarily prove a 
smaller mortality among the natives. For instance, even 
if other factors be ignored, nothing is known about the 
age of the children surviving. 
foreign born may be partly accounted for by the difference in the age constitu- 


tion of these two classes. The entire excess and more is accounted for by that 
difference. The mortality of the natives is less than that of the foreign born. 


* Census of 1885, vol. i., part 2, p. 1169. 
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The same investigation may be extended to the women 
born in the different countries. Table XL. gives the 
number of children living for each mother and for each 
adult woman. 











TABLE XL. 
Noumper or Cuitpren Livine sy Country or Birts or Moruers. 
AVERAGES. 
Number of = hildren — hildren 
‘amber 0 r of ¢ Tore 
Country or BrerE. children living. |living for each living for each 
)44seee d *. adul: 
Massachusetts. ... . 373,007 1.95 1.05 
Other New England states, 148,147 1.86 1.88 
Other states ..... 44,736 1.95 1.23 
pe 304,048 3.20 2.24 
English Canada... . 11,106 2.34 1.39 
French Canada... . 65,223 3.78 2.42 
Great Britain. .... 61,765 2.65 1.88 
. a 22,815 2.97 2.48 
British possessions . . . 49,742 2.35 } 1.42 
Other countries . . . . 22,331 2.36 














The percentage of surviving children was for most 
countries between 70 and 72 per cent, (Massachusetts 
71.9, British possessions 71.5, other countries 71.3, other 
states 70.8, other New England states 70.6, Germany 
70.4). For the English Canadians it was 72.9, while for 
the French Canadians it was but 69.0, and reached for the 
women born in Great Britain and Ireland percentages so 
small as 65.7 and 64.4. But it must again be remembered 
that the age of the children, which is strongly influenced 
by the age constitution of the married women, is here of 
great importance. The average number of children living 
is the smallest for the natives of the other New England 
states, then follow the two other groups of natives. The 
number is the highest for the French Canadians, Irish, 
and Germans. It is highly interesting to see that the 
rank the different countries of birth occupy in the table is 
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exactly the same as in the table which showed the average 
number of children born to every married woman, while 
the same cannot be stated of the table of the childless 
women, The married women born in New England have, 
on the whole, less childless women than the women born 
in the other states, while they have not more children liv- 
ing. The French Canadian women have a few more 
childless women than the Irish, and both have more 
childless women than the Germans. At the same time 
the French Canadian women have a higher average of liv- 
ing children than the Irish, and both have more than the 
German women. The computation of the living children 
for each adult woman offers again slightly different results, 
due to the small number of married women among the 
adult natives of Massachusetts and the high proportion 
among the natives of the other New England states and 
Germany. 

In order to eliminate the differences due to the differ- 
ent age constitution among the native and foreign born 
women, Table XLI. gives by age groups the average 
number of children living for each native and foreign 
born married woman and adult woman. In every age 
group the number is higher among the married foreign 
born. The differences are especially large for the age 
groups from 80 to 60. Among the adult women the aver- 
age number of children living is higher for the natives 
only in the youngest, and therefore very insignificant, age 
group. The same comparison cannot be made for the 
women born in the different countries. 


8. Summary on Mortality. 


The main conclusions which may be drawn from the 
preceding study of mortality are the following : — 

I. In the decennial period from 1888 to 1897 the gen- 
eral death-rate of the natives is nearly one-fifth higher 
than that of the foreign born. That difference is due to 
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the large proportion of children among the natives. The 
computation of special death-rates for the different age 
groups would probably show, on the whole, a smaller mor- 
tality for the natives than for the foreign born. That, 
however, cannot be proved. 

II. In the biennial period from 1888 to 1889 the natives 
born in Massachusetts, the Irish, and the natives of the 
other New England states, have a very high general 
death-rate, the natives of the other states, and especially 
the English Canadians, a very low one. But these statis- 
tics ought to be much improved and enlarged before they 
admit of drawing final conclusions. 

III. At the census of 1885 the average number of 
children living for each woman living in wedlock or havy- 
ing been married was nearly four-sevenths higher for the 
foreign born than for the natives. That difference is 
smaller than for the children born, the average number of 
children born having been two-thirds higher for the 
foreign married than for the natives. The differences 
are again especially high for the age groups between thirty 
and sixty years. 

IV. At the census of 1885 the average number of 
children living for every married woman was the smallest 
for the natives. It was more than one-half higher for the 
Germans, two-thirds higher for the Irish, and nearly twice 
as high for the French Canadians. 


VY. Cono.usion. 


1. Propagation. 


In the preceding chapters it has been stated that the 
nuptiality and the fecundity of the natives was consider- 
ably behind that of the foreign born, while an essential 
advantage in regard to the mortality of the former could 
not be found. The result is that, besides the large in- 
crease of the foreign born through immigration, the 
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natural increase of the foreign born was much stronger 
than that of the natives. The natives, then, as a result 
of their deficiency in propagation alone, would be in a 
state of permanent relative decrease. The question which 
suggests itself now is: Do the natives also decrease abso- 
lutely? Is their nuptiality, fecundity, and mortality such 
that they cannot hold their own? Unfortunately, the 
statistics of Massachusetts are not such as to allow of a 
conclusive examination of the question. There is a temp- 
tation, undoubtedly, to seek an answer through a com- 
parison of the births and deaths. But, firstly, much care 
must be observed in finding the births and deaths which 
should be compared. In view of the strange attempts 
which have been made in this direction, it is, perhaps, not 
superfluous to state that it would be absurd to compare 
the native births with the native deaths, as the native 
births are the births in Massachusetts of native parentage, 
while the native deaths include the deaths of the persons 
born in ail the states of the Union, both of native and 
foreign parentage. A comparison of the total births with 
the deaths of natives of Massachusetts, as well as a com- 
paiison of the native births with the deaths of persons 
born of Massachusetts parentage, although being more 
logical in itself, would not afford a valuable result, as the 
native population is not a population growing out of it- 
self, but partly by the births of foreign born women. 
That is also the reason why the most correct analysis 
of the natural increase of the native population between 
the two censuses could not afford a solution of the ques- 
tion. In the same way the number of children born and 
children living for each adult and each married woman 
could not give indications necessarily trustworthy. 

The only scientific method of investigating the question 
of whether the natives can hold their own is the con- 
struction of tables of fecundity based on tables of mortal- 
ity after the model Boeckh has introduced in the municipal 
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statistics of Berlin. It is, of course, wholly impossible to 
make similar computations for Massachusetts, as the 
elements of vital statistics indispensable for that calcula- 
tion are the deaths by years of age, the excess of emigra- 
tion and immigration by years of age, and the births by 
years of age of the mothers. But as the tables of fecun- 
dity of Berlin show that, with an annual special birth- 
rate of ten for every one hundred women in child-bearing 
age in 1891-95, the births were one-ninth behind the 
number necessary to keep the population of Berlin sta- 
tionary,* it is probable that the native population of 
Massachusetts with a special birth-rate of 6.8 births for 
100 adult women in child-bearing age, and a mortality of 
the female sex not correspondingly lower than that of 
Berlin, can not only not hold its own, but is dying out at 
@ considerable pace. 





2. General Conclusions. 


The main conclusions to be drawn from the whole 
study may be formulated as follows : — 

I. At the three censuses of 1885, 1890, and 1895 the 
proportion of native adult men living in wedlock was 
three-fifths, that of the foreign born, two-thirds ; the pro- 
portion of the native adult women living in wedlock was 
six-thirteenths, that of the foreign born seven-thirteenths. 
These differences are even greater for both sexes in the 
reproductive period of life (1895). At the census of 
1885 the number of women who were married or had been 
married without having ever borne a child was one-fifth 
among the natives and two-fifteenths among the foreign 
born. The proportion was but one-ninth among the 
women born in Germany, French Canada, and Ireland. 
The average number of children born to every foreign 
born married woman was two-thirds higher than for the 
natives. It was four-sevenths higher than for the na- 


* Statistisches Jahrbuch der Stadt Berlin, 24 Jahrgang, pp. 58, f£. 
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tives among the German women, six-sevenths higher 
among the Irish women, and more than twice as high 
among the women born in French Canada, The average 
number of children living for every married woman was 
three-fifths higher among the foreign born than among the 
natives. It was more than one-half higher for the women 
born in Germany, two-thirds higher for the Irish women, 
and nearly twice as high for the French Canadians. All 
these differences between the natives and foreign born are 
especially large in the reproductive age of life. The fact 
that the proportion of single among the adult natives was 
more than two-fifths, and among the foreign born less than 
one-third, while it was not much less than one-half for the 
natives, of Massachusetts, only a quarter for the natives 
of the other New England states, and only two-elevenths 
for the women born in Germany, makes the total adult 
women natives of Massachusetts even less prolific; while 
the natives of the other New England states approach 
more nearly the average of the adult women, and the 
prolificness of the adult German women is still greater. 
II. In the quindecennial period from 1888 to 1897 the 
special marriage-rate of the foreign born adult men is one- 
ninth, that of the women three-tenths higher than that of 
the adult natives. The special marriage-rate (1887-89) of 
the adult is smallest in the case of the natives of New 
England and the Irish. While it is rather high for the 
native males born outside of New England, it is very low 
for all native women. The refined marriage-rate of the 
not married adult foreign born men éxceeds that of the 
natives by three-tenths: that of the foreign born women 
exceeds that of the native women by one-half. These dif- 
ferences are still greater in the reproductive age groups 
(1887-89). In the quindecennial period from 1883 to 
1897 the special birth-rate of the adult foreign born 
women is more than twice as high for the foreign born 
than for the natives. It is especially low for the natives 
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of New England, and still lower for those born outside of 
Massachusetts than for those born in Massachusetts 
(1887-89). In the quindecennial period the refined birth- 
rate of the foreign born married women is four-fifths 
higher than that of the natives. The refined birth-rate 
of the foreign born married women of child-bearing age is 
seven-tenths higher than that of the natives (1893-97). 
In the decennial period from 1888 to 1897 the general 
death-rate of the natives is nearly one-fifth higher than 
that of the foreign born. The mortality of the natives 
calculated by age groups would probably be less for the 
natives than for the foreign born. 

III. Itis probable that the native population cannot 
hold its own. It seems to be dying out. 

IV. Thestatistics of Massachusetts available for an in- 
vestigation of the prolificness of the native and foreign 
born population are far from being sufficient. The mini- 
mum to be asked is an annual statement of the native and 
foreign born brides and grooms by years of age, the births 
of native and foreign born women by years of age of the 
mothers, and the deaths of native and foreign born by sex 
and years of age. All these data have to be given at least 
by five-year age groups for the countries of births corre- 
sponding to the classification observed at the censuses. 

The Labor Bureau of Massachusetts had the high merit 
of publishing for the Census of 1885 a detailed presentation 
of the number of childless women and the number of chil- 
dren for every married woman.* It is to be regretted that 
this publication has not been repeated in connection with 
the Census of 1895. At the federal census of 1890 the 
necessary questions were asked, but no data have been 
published. All the necessary questions have been asked 
at the federal census of 1900. -It is to be hoped that the 
rich material thus secured will be made accessible by a 
very detailed presentation. R. R. Kuozynsx1. 


* This line of work was originally introduced in the Census of 1875 and 
enlarged in the Census of 1885. 








Taney 














EXOISE TAXATION IN PORTO RICO. 


THE financial experience of Porto Rico under the 
American flag has been described in some detail by the 
present writer in another connection.* In the fiscal re- 
construction of the island an important part has been 
played by a system of excise taxation, levied in lieu of 
the internal revenue taxes of the United States, for the 
benefit of the insular instead of the federal treasury. 
The introduction and operation of these excise taxes seem 
to present features important and instructive enough to 
warrant an independent account, and this is the purpose 
of the following pages: 


I, 


During the Spanish régime excise taxation in Porto 
Rico consisted of insular stamp taxes on transfers of prop- 
erty, legal instruments, and commercial paper, and local 
consumo taxes, or octrois, upon food-stuffs, collected by 
each of the sixty-six or more municipal districts into 
which the island was divided, at rates and in categories: 
varying with the financial needs and the local policies of 
the respective districts. Among the earliest acts of the 
military government, established upon the transfer of 
the island to American control on Octeber 18, 1898, was 
the repeal of the insular stamp taxes and the abolition of 
municipal consumo taxes upon articles of necessary con- 
sumption. Like much of the negative legislation of the 
early military government, this action, taken in accord- 
ance with the recommendation of a native “council of 
secretaries,” reflected the humanitarian impulse of the: 


*“*The Finances of Porto Rico,” Political Science Quarterly,. December,. 
1901. 
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soldier rather than the reasoned judgment of the adminis- 
trator. At the time of repeal the insular stamp taxes 
were in successful operation, yielding considerable reve- 
nues without imposing an onerous burden upon any partic- 
ular class, and were actually less extensive than existent 
internal revenue taxes on similar transactions in the United 
States. The voluntary sacrifice of so important a source 
of insular revenue can only be comprehended in the im- 
pression then apparently prevalent, that derechos reales 
were a manner of oppressive “royal dues” inconsonant 
with the new sovereignty. Similarly, the abolition of the 
numerous consumo taxes on prime necessities fell far short 
of the benevolent end contemplated. In Porto Rico the 
economic relations of retail trade are determined by cus- 
tom rather than by competition; and the sudden re- 
moval of octrois simply resulted in increased profit to the 
retailer rather than in reduced cost to the purchaser. 
The municipal treasuries were depleted, and a minimum 
benefit was derived by the consumer. It is highly im- 
probable that conswmo taxation would have been retained 
in the ultimate financial reorganization of the island; but 
the sweeping repeal at the beginning of American admin- 
istration was premature, and simply operated to rob Peter, 
in the form of the municipal treasuries, without paying 
Paul, in the guise of the native consumers. 

Once repealed, general administrative policy rendered 
impracticable the reimposition, even temporarily, of con- 
sumo taxes on necessary food supplies. Existing local 
octrois on alcoholic beverages and cigarettes remained un- 
affected, and in some instances thereafter these schedules 
were extended and the rates increased. But such action 
was unusual and spasmodic. In the main, the municipal 
districts, deprived of their largest sources of revenue, 
without substitutes of any kind, were left to drag out an 
inadequate and insecure fiscal life. 

The ruinous hurricane of August 8, 1899, and the con- 
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sequent occasion for public relief measures, brought the 
financial necessities of the municipal districts to the front, 
and the military government sought to provide therefor 
in General Orders, No. 176, of November 7, 1899, by im- 
posing a series of local license taxes and fees upon ve- 
hicles, public conveyances, dogs, placards, pawn-shops, and 
public entertainments. Of greater interest in the present 
connection were the imposition, by the same measure, of a 
stamp excise of three cents per litre upon alcoholic liquors 
manufactured in Porto Rico, and one of one-tenth of a 
cent per box on matches manufactured in Porto Rico, 
subsequently extended (General Orders, No. 187, of No- 
vember 25, 1899) to all matches imported into the island. 
The proceeds accruing from these two taxes, which were 
entirely independent of existent octrois and were made 
payable by the affixture of stamps by manufacturers and 
importers, were appropriated to the municipal districts to 
be apportioned quarterly, upon the basis of population, 
by the insular civil secretary, in whom was vested the ad- 
ministration and enforcement of the taxes, 

Social rather than fiscal considerations led to the impo- 
sition of an insular excise of two cents on each pound of 
imported oleomargarine on November 29, 1899 (General 
Orders, No, 196), and of a similar tax of twenty cents on 
each imported pack of playing cards, on December 30, 
1899 (General Orders, No. 232). These latter taxes were 
paid by the importer at the custom-house, without the 
affixture of stamps; and the proceeds agcrued directly to 
the insular treasury. 

The excise taxation of the military government — if the 
heterogeneous imposts described above can be so character- 
ized —is of interest because of its fragmentary, defective 
quality rather than of its intrinsic importance. Evidently 
suggested by corresponding features of the internal reve- 
nue system of the United States, the four excises stood in 
no relation either to the financial possibilities or to the 
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social conditions of Porto Rico. Their administrative en- 
forcement was intrusted to an over-burdened department, 
—namely, the civil secretary’s office; and the results, 
which even under the most favorable circumstances would 
have been disappointing, were all the more unsatisfac- 
tory. By administrative regulation the tax on alcoholic 
liquors was made payable by the affixture of stamps to the 
bottles or vessels wherein sold. No inspection force was 
provided; and every variety of fraud, ranging from the 
re-use of the stamps to the entire neglect of the tax, was 
practised. The district courts of the island were given 
jurisdiction over excise violations, but the natural delay in 
Spanish judicial procedure was heightened by administra- 
tive neglect in referring cases for prosecution. The gen- 
eral order imposing the excise on matches directed the 
civil secretary to prescribe a time during which stamps 
must be affixed to all stocks of matches. This notice was 
never given; and, in consequence, fraud was freely prac- 
tised by the declaration thereafter that unstamped matches 
had been in stock at the time of the passage of the law. 
The tax on oleomargarine, being reasonable in amount 
and paid at the ports of entry, was collected without seri- 
ous difficulty, but yielded an unappreciable amount. The 
tax of twenty cents on each pack of playing cards was a 
fiscal impossibility. The playing cards used in Porto Rico 
cost about five cents per pack, and the excise of twenty 
cents simply destroyed all legitimate trade therein and 
put an additional premium on smuggling. 

In February-March, 1900, the anxiously awaited Con- 
gressional legislation with respect to Porto Rico broadened 
from the tariff bill originally contemplated into an organic 
measure, better known as the Foraker Act, establishing 
civil government in the island. In the ordinary course of 
events it is probable that the Foraker Act would have 
extended to Porto Rico the body of internal revenue laws 
of the United States or a fixed percentage of the rates 
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of taxation prevailing thereunder. Certain substantial 
interests in Porto Rico, intent upon at once securing free 
trade with the United States regardless of the larger social 
cost, noisily advocated such a course, subject to the con- 
dition —implied rather than expressed —that the pro- 
ceeds should be appropriated in support of the insular 
government, 

To the present writer, then acting under commission of 
the Secretary of War- as special commissioner to revise 
the laws relating to taxation in Porto Rico, this policy 
seemed eminently unwise and inexpedient. The United 
States system of internal revenue taxation presented itself 
as the result of a gradual development in an economically 
advanced community. To apply this system in any 
degree en bloc to Porto Rico, where social and economic 
elements are radically different, appeared certain to result 
in financial failure and economic friction. It was manifest 
that excise taxation should play an important part in the 
ultimate revenue system of Porto Rico, but every consid- 
eration of prudence suggested that it should be of a kind 
suited to the insular environment. The element of effi- 
viency in the system prevailing in the United States 
invited reproduction in Porto Rico; but the objects taxed, 
the rates imposed, and the methods of collection should be 
in conformity with local characteristics. 

The foregoing views — conveyed in a formal recommen- 
dation of the special commissioner to the military gov- 
ernor— were adopted by General Davis, transmitted to 
the Secretary of War, and were instrumental in securing 
the insertion, in the act of Congress establishing civil 
government, of the provision that the internal revenue 
laws of the United States should not be extended to 
Porto Rico, thus leaving the way clear for the ultimate 
adoption of a system of insular excise taxes. 
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II. 


The establishment of civil government on May 1, 1900, 
vested the administration of the insular revenue system — 
and with it the enforcement of the insular excises —in 
the hands of the newly appointed treasurer. The general 
orders of the military government were at the same time 
constituted statutory enactments, and all power to alter, 
amend, or repeal their provisions conferred upon a pro- 
spective insular legislature. No possibility thus existed of 
correcting the essential defects of the excise taxes until 
the legislative branch of the civil government could be 
fully organized. Wider latitude seemed to exist with 
respect to the administrative regulations issued by the 
civil secretary ; but, in actual practice, these had assumed 
much of the rigidity of the military legislation, and any 
essential modification threatened serious disturbance and 
inconsiderable gain. 

Under these conditions it became the definite policy of 
the civil administration to enforce rigidly the excises as 
then existing, with a view at least to developing such 
a degree of popular respect for insular revenue laws as to 
insure the prompt adoption and successful operation of a 
rational system of excise taxation whenever this should 
become practicable. The conspicuous need of the situa- 
tion was effective field inspection, of which there had 
been nothing whatever during the military government. 
Accordingly, one of the first acts of the treasurer under 
the civil government was the organization of a bureau of 
internal revenue agents, followed in turn by the division 
of the island into inspection districts, the designation of 
eight tax examiners for temporary service in connection 
with the assessment of insular direct taxes, and the ap- 
pointment of one internal revenue agent at large for the 
enforcement of the excise taxes. This agent at large vis- 
ited all of the merchants and manufacturers in San Juan, 
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and then, in rapid succession, made similar inspection vis- 
its to the two other important cities of the island, Ponce 
and Mayaguez. This was succeeded by a systematic tour 
of the island, in which every municipal district of the 
island was visited, ignorant delinquents were warned of 
defaults, and indictments, or expedientes, were instituted 
against deliberate defrauders. By the end of July, 1900, 
the tax assessment rolls of the island were in the main 
completed, thus permitting the discharge of the tax ex- 
aminers and the reorganization of the inspection work 
of the bureau of internal revenue agents. For this pur- 
pose the island was divided into four inspection districts, 
and an internal revenue agent stationed in each, charged 
primarily with the detection of frauds committed by dis- 
tillers of rum, practically the only alcoholic production of 
the island, and by manufacturers of matches in failing 
to affix revenue stamps to wares shipped from their fac- 
tories. An official was also stationed at the San Juan 
custom-house, and charged with the duty of cancelling 
and affixing revenue stamps to imported beers, wines, 
liquors, matches, oleomargarine, and playing cards in pay- 
ment of the respective excises levied thereon. In the 
sub-ports the deputy collectors of customs, through the 
courtesy of the collector of customs for Porto Rico, 
undertook to cancel and affix stamps to wares subject to 
excise taxation. 

Not until the effort was made to secure exact observ- 
ance of the excise taxes did it become fully apparent how 
general and extensive was their violation. This was 
particularly true of the excise on rum, from which the 
largest revenue might be derived. Rum in Porto Rico 
is usually shipped from the distillery in hogsheads and 
demijohns. On arrival at its destination—and every 
wayside provision booth on the island is a grog-shop — the 
hogshead or demijohn is decanted into fixed casks, jugs, 
and other receptacles, which under the old law did not 











194 QUARTERLY JOURNAL OF ECONOMICS 


require to be stamped, and then returned to the distilleries. 
The original hogsheads and demijohns were often returned 
with old stamps still affixed, but more frequently with 
such stamps carefully removed and transmitted in sepa- 
rate enclosure, to be reaffixed to the identical package 
when refilled. Internal revenue agents captured many 
sheets of such stamps, old veterans, worn to a frazzle 
from repeated use. There was no law to fit the case, no 
obligation on the part of the distiller to destroy cancelled 
stamps, no offence incurred in removing them from pack- 
ages for re-use, nor in keeping them in possession with 
this end in view. The isolated location and rambling 
construction of the ordinary distillery rendered any satis- 
factory surveillance of its operations impracticable. The 
perpetration of fraud was congenial to the petty smartness 
of the small dealer, and the sympathy of the neighborhood 
with cheap rum rendered the defrauder reasonably secure 
from detection. Local officials were not infrequently in 
direct collusion with fraud, and on one occasion eight 
hogsheads of rum bearing twice-used stamps were captured 
while being conveyed late at night to the liquor factory 
of the municipal judge in a town on the northern coast of 
the island. 

Contempt for the law pervaded every class of the popu- 
lation. The liquor-loving peasant in the rural districts 
sat up at night soaking the stamps off his bottle of rum 
to be stuck on the next bottle he bought; and the army 
officer in charge of the post canteen had resort to the 
United States District Court to test the propriety of 
denominating beer an alcoholic beverage. Boys peddled 
cancelled stamps at an inconsiderable discount from their 
face value, and, if detected and the stamps confiscated, no 
provision of the excise law was applicable for their pun- 
ishment. In certain localities cancelled stamps indeed 
served as a minor circulating medium, available for re-use 
until worn to tatters; and specimens thereof were actually 
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presented for redemption when the operation of the new 
revenue act led to the recall of the old series of stamps. 

Open defiance of the law was not unknown. On sev- 
eral occasions internal revenue agents were mobbed; and 
in one notable instance two agents were severely clubbed, 
and one of them put in jail. On another occasion an 
agent was arrested and accused before the local municipal 
judge of accepting a bribe from a law-breaker. When 
the chief of internal revenue agents, promptly sent by 
the treasurer to investigate the case, arrived in town, he 
found the alleged bribe-taker closely guarded in his hotel 
by two municipal policemen; while the mercantile fra- 
ternity were busily engaged in plastering internal revenue 
stamps on liquor packages, the stamps having been hur- 
riedly obtained from the nearest collector of internal 
revenue. The agent was acquitted at the next term of 
the district court, it appearing that the evidence against 
him, as well as the stamps, had been procured for tempo- 
rary use only. 

And yet the limited force of internal revenue agents 
was not idle, and the results of the inspection was seen in 
marked increases in the sale of stamps. Several hundred 
cases of fraud were detected and referred by the treasurer, 
through the attorney-general, to various district courts 
for prosecution. The moral benefit of such action was 
largely reduced because of the delay on the part of the 
district courts in rendering decisions. Ultimately, most 
of the influential defrauders were acquitted; and about 
two-thirds of the remaining accused were found guilty, 
and fined in small amounts. In the main, evasion and 
fraud remained undiscovered,—results due in large 
measure to the structural defects of the excise laws and 
their accompanying regulations. 

In one direction only was conspicuous progress made,— 
the organization of an inspection force. Under the old 
régime, tax inspection had been synonymous with extor- 
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tion and blackmail; and dire consequences had been 
prophesied upon the organization of the bureau of in- 
ternal revenue agents. In actual fact the beneficial 
results obtained more than justified every reasonable ex- 
pectation. Carefully selected at the outset, the inspection 
force was gradually sifted and refined until sound tradi- 
tions had been established and a really remarkable per- 
sonnel evolved. Not many months had elapsed before it 
had become definitely understood in every part of the 
island that minute tax inspection was not necessarily 
identical with bribery and blackmail, and that the con- 
trary assumption as a working hypothesis was dangerous.* 


III. 


Two distinct problems thus presented themselves in 
considering the place of excise taxation in the financial 
reorganization of the island. The first was legislative, 
and involved the determination of the objects to be taxed 
and the rates to be imposed. The second was administra- 
tive, and concerned the methods of collecting and enforc- 
ing the taxes when imposed. The quality of the proposed 
excises had from the outset been carefully studied in the 
light of the economic resources and the financial require- 
ments of the island by the bureau of tax law revision, 
created to continue in the treasury department the work 


* This result was in large measure due to the peculiar fitness and efficient 
service ofjthe person appointed chief of internal revenue agents, and intrusted 
with the organization and conduct of the force,— Mr. John S. Hord. Origin- 
ally detailed by Military Governor Davis to aid the special commissioner to 
revise the laws relating to taxation in Porto Rico, Mr. Hord showed such un- 
usual qualifications that, upon the organization of the treasury department 
under the civil government, he was promptly placed in charge of the newly 
established bureau of internal revenue agents. Long residence on the Texas 
and Mexican frontiers and continued experience in various responsible ca- 
pacities on both sides of the Rio Grande afforded admirable equipment for 
the work in Porto Rico. Not only was his service important in organizing the 
original inspection force ; but his influence contributed to shape the new sys- 
tem of excise taxation ; and his hand controlled and, fortunately, still controls 
its administrative enforcement. 
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begun by the special commissioner to revise the laws 
relating to taxation. 

It seemed clear that the heterogeneous local conswmo 
taxes, varying widely in categories and in rates, should 
be replaced by unified insular excises, some part of the 
proceeds of which should temporarily accrue to the mu- 
nicipal districts in lieu thereof. Alcoholics and tobacco 
naturally presented themselves as the most appropriate 
objects of excise taxation in Porto Rico, being both in 
harmony with the financial practice of the United States, 
as represented by the internal revenue system, and with 
the traditional policy of Porto Rico, as embodied in 
consumo taxation of rum and cigarettes. Both articles 
offered a safe taxable margin, whether viewed from the 
standpoint of the producer or of the consumer. Rum, 
the important alcoholic drink of the island, is the by- 
product of sugar production; and this industry, of all 
others, was able to bear high taxation because of the 
virtual bounty offered by existent and prospective trade 
relations with the United States. Tariff reductions on 
trade with the United States offered a similar favoring 
differential to the tobacco manufacturer, and a reasonable 
excise threatened neither curtailed nor unprofitable pro- 
duction. On the other hand, the interest of the consumer 
was not seriously endangered. Excessive rum consump- 
tion is a curse of the island, and a possible effect of the 
excise in reducing the frequency or the strength of the 
peon’s potation was not unwelcome. Manufactured to- 
bacco, cigars, and cigarettes were already selling in 
Porto Rico at the higher price fixed by the New York 
market, and would probably be inappreciably affected by 
moderate insular taxation. Finally, experience had made 
clear that custom rather than competition determined re- 
tail prices in Porto Rico; and it seemed likely that the 
actual incidence of reasonable excises would be upon the 
prosperous retail dealer as much as upon the consumer. 
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In addition to these important revenue-producing items, 
matches, playing cards, fire-arms and ammunition, oleo- 
margarine, and proprietary medicinal preparations invited 
reasonable taxation, both for fiscal and for regulative pur- 
poses. The documentary taxes of the United States and 
the success of the old derechos reales in Porto Rico sug- 
gested light stamp duties on certain legal instruments 
and commercial papers. For purpose of regulation and 
administrative control the licensing of dealers in and im- 
porters of articles subject to excise taxation seemed de- 
sirable. 

A schedule of excise taxes, as thus outlined, was in- 
cluded in the general revenue bill submitted to the insular 
legislature, and emerged as Title II. of the act of the legis- 
lative assembly of Porto Rico, approved January 31, 1901, 
being “ An act to provide revenue for the people of Porto 
Rico and for other purposes.” In passage through the 
legislature the original schedule underwent numerous 
amendments and modifications, but of minor importance, 
with two unfortunate exceptions. These were (1) an 
increase of the excise on oleomargarine to a prohibitive 
rate, and (2) elimination of the provision imposing a light 
specific tax in lieu of the excise in the case of petty hand- 
workers in cigars and cigarettes. As actually passed, the 
following taxes were imposed : — 


ScuHepute A. 


Par. 1. Rum and bay rum produced in Porto 
Rico or imported from the United 


a $0.60 per gallon 
Raum and bay rum imported from foreign 
Se er ee 1.00 “ - 
Other distilled liquors ...... ye? # 
Par. 2. Adulterated distilledliquors .... 40% “* 
Par. 3. Winesandbeers ........ _ * “ 
Champagnes... ........ ! ie 
Par. 4. Adulterated winesand beers .... .15 “ * 





Par. 5-8. Cigars and cigarettes produced in Porto 
Rico or imported from the United States : 


Par. 


Par. 


Par. 
Par. 


Par. 


Par. 
Par. 


. 10. 


. 12, 
. 13. 
. 14, 


pe 


Not exceeding three — per thou- 
sandinweight . . ss 
Exceeding three pounds per thousand 

in weight oe 
Cigars and cigarettes imported from 
foreign countries : 
Not exceeding three er per thon- 
sand in weight 
Exceeding three pounds per thousand i in 
weight ° 
Manufactured tobneso guoduced t in ‘Porto 
Rico or imported from the United 
States. . . . 
Manufactured tobacco imported ‘from 
foreign countries . 
Playing cards . . 
Medicinal preparations 
Oleomargarine 
Armsandammunition . . . 
Matches produced in Porto Rico ¢ or im- 
ported from the United States 


Matches imported from foreign countries, 


Scueputez B. 


Whcelesale dealers in distilled spirits . 
Wholesale dealers in fermented liquors . 
Retail liquor dealers : 

Ist class 

. < & we eos 

oe. * roe 
Wholesale dealers i in ‘tohasen 
Retail tobacco dealers : 

Ist class 

2d “ 

sad“ ‘ 
Dealers in arms and ommanition 


Scnepute C. 
Bills of lading 
Entries of imports from the United States, 
Entries of imports from foreign countries, 
Notarial instruments and documents of 


record 


$1.00 per thousand 


1.80 


2.00 


3.60 


05 


10 
.02 
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“ 


pound 


pack 


5% ad valorem 
.10 per pound 
25% ad valorem 


-15 per hundred boxes 
(100 sticks per box) 
.30 per hundred boxes 
(100 sticks per box) 


40.00 


20.00 
12.00 
6.00 


40.00 


12,00 
8.00 
4.00 

24.00 


$0.10 
50 
1.00 


“ 


- $80.00 per annum 


copy 


.50 and 1.00 per copy 
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All the foregoing taxes were made payable by the 
affixture and cancellation of internal revenue stamps, and 
the treasurer was authorized “to make such rules and 
regulations as may be necessary for the affixture and can- 
celling of such stamps.” Manufacturers and importers 
were required to furnish bond, conditioned on the faithful 
compliance with the law, which should in no case exceed 
in amount 50 per cent. of the annual value of their manu- 
factures or importations; and failure to provide such a 
bond was made punishable by a fine of from $100 to 
$1,000, or to imprisonment from one month to one year. 
Provision was made for the increase of the corps of inter- 
nal revenue agents, who were authorized to take oaths 
and to certify to declarations, and were vested with all 
the powers possessed by internal revenue agents of the 
United States treasury department, for the purpose of 
investigating stocks of goods subject to excise taxation, 
and to examine books and accounts current relating 
thereto. Manufacturers and importers who failed to affix 
and cancel stamps as required by law were liable to a fine 
of from $100 to $1,000, or to be imprisoned from one 
month to one year; and merchandise on which taxes had 
not been thus paid was to be confiscated. 

Persons found guilty of the offence of forging or counter- 
feiting internal revenue stamps, or of erasing the marks of 
cancellation on stamps which had been used, or who sold, 
bought, or used such counterfeit stamp or stamps from 
which the cancellation marks had been removed, or who 
were found in the possession of any such stamps, were 
liable to a fine not to exceed $1,000, or to imprisonment 
for a term not to exceed five years, and, in addition, all 
articles for the payment of which such stamps were used 
were confiscated. 

The treasurer was authorized to provide collectors of 
internal revenue and internal revenue stamp agents, ap- 

ointed for the sale of such stamps, with a sufficient 
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amount of stamps to supply the needs of manufacturers 
and importers in each locality. Municipal districts were 
prohibited from imposing consumo taxes other than dealers’ 
license taxes on articles subject to an insular excise; and 
in lieu thereof the treasurer was directed to apportion 
monthly among the municipal districts of the island, upon 
the basis of population, 50 per cent. of the proceeds of 
the new excise taxes until June 30, 1901, and 15 per cent. 
thereafter. Articles of domestic manufacture exported to 
the United States or to other countries were exempt from 
excise taxation in conformity with rules and regulations 
to be prescribed by the treasurer. 

The estimated yield of the schedules, when fully estab- 
lished, calculated upon the basis of sworn declarations of 
manufacturers and importers as to actual manufactures 
and importations for 1900, and as to anticipated activities 
in 1901, was as follows: * — 





Distilled spirits : 
MO a hh kh] $528,750.00 
Imported 2. 2 wt tw ew te we te wo 17,100.00 $545,850.00 
Adulterated episitlE . ww wc ttt ttt we et 27,950.00 
Beer and wine, imported . . . . . «©» + + © © we wo 22,310.00 
Cigems, GomesiG 0 wt tt tt $30,000.00 
Cigarettes, domestic. . . . 1. 1. 2. ws we ee 115,000.00 
Manufactures of tobacco . . . .. +1 6 + + 2,500.00 147,500.00 
Playing cards, imported 2 ww 1 1 te te te 10.00 
Proprietary medicinal preparations, imported. . .... - 2,050.00 
er ae ee ee 850.00 
Arms and ammunitions,imported . . . .. +++ + «+s 1,640.00 
Matches: , 
a a ae eee $10,960.00 
a 2,460.00 13,420.00 
a sak se eee 4% eS SES Ow OD $761,580.00 
On domestic manufactures. . . . . 1. 6 2 + 2 © © we $715,160.00 
CUR Bak Ko ee Se ee 46,420.00 
ts 2 <4e + 8 oe we HY ee SS $761,580.00 


*This estimate assumed that underestimates of manufacturers and im- 
porters with respect to 1901 would offset the amount of exports exempt from 
the excise, 
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Sonzpure A, manufacturesandimports ........ $761,580.00 
Scumpute B, dealers’ licenses . . . . ». - ss se ew 60,000.00 
Scmzepute C, documentary . ..... + ss we ees 20,000.00 
ee See a Go oak pe. ee $841,580.00 
IV. 


The revenue act fixed the categories and rates of 
excise taxation, but provided that the treasurer should 
issue rules and regulations necessary for the operation of 
the system. The experience of the military government 
had demonstrated that, no matter how judicious were the 
essential provisions of the law, the system itself would be 
doomed to failure unless its administration was suited to 
peculiar local conditions. In anticipation of such action 
the most cereful preparatory study had been made by the 
treasury department of the best method of collecting 
and enforcing the excises. A successful body of adminis- 
trative regulations seemed to demand the following 
requisites : — 

1. The method of collection and enforcement must be 
effective, but simple and consistent, and intelligible in its 
essentials to even the most ignorant tax-payer. 

2. Provision must be made for the general assessment 
of all distillers, cigar, cigarette, and match manufacturers, 
and importers of taxable articles; and exact report must 
be required of annual production or importation, stock on 
hand, daily manufacture and shipment, and excise stamp 
purchases. 

8. The old issue of internal revenue stamps must be 
withdrawn, and a new series of convenient denominative 
values substituted therefor. 

4, The fraudulent re-use of stamps must be prevented 
by their actual destruction upon the payment of the 
excise. 

5. A simple method must be devised for the payment 
in instalments of the license taxes imposed by Schedule B. 
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6. The enforcement of the system must be vested in an 
adequate corps of Spanish-speaking American internal 
revenue agents, susceptible neither to intimidation nor to 
improper influences. 

These several features seemed more likely of attainment 
by adopting certain administrative features of the Mexican 
la ley del timbre rather than by reproducing the methods 
of the United States internal revenue system, and by 
requiring the payment of excise taxes to be evidenced by 
affixing stamps to accompanying invoices so as to abso- 
lutely prevent re-use instead of attaching them to the 
articles liable to the tax, to be destroyed by the purchaser 
upon consumption or use. 

This conclusion was reached some two months prior to 
the actual passage of the revenue act by the insular 
legislature. The interval was devoted to busy prepara- 
tion for the prompt inauguration of the new system, in 
anticipation of the likelihood that the excise taxes would 
go into immediate effect. The four district internal 
revenue agents then in service were directed to prepare 
and transmit to the treasurer’s office a list of the names 
and residences of all distillers, match, cigar, and cigarette 
manufacturers on the island, and of the importers of any 
of the articles subject to the tax. The agents were also 
directed to estimate the number of dealers in each muni- 
cipality within their respective inspection districts liable 
to the license taxes imposed in Schedule B, and to report 
the names of all notaries public, owners or agents of 
ocean-going ships, and of all exporters ‘and importers 
through whom or by whom documentary taxes imposed 
in Schedule C should be paid. All of this data was 
obtained and made available prior to February 1, 1901, in 
the shape of preliminary assessment rolls and maps show- 
ing the location of every distillery and tobacco factory on 
the island. Each of the four inspection districts was 
partitioned into three divisions of from three to seven 
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municipalities to a division, due regard being had in this 
distribution that the areas and number of tax-payers 
should be as uniform as possible in the twelve divisions. 
To recruit the force of internal revenue agents up to a 
full complement, eight of the best types from among over 
forty applicants were selected and placed on the waiting 
list. Upon the passage of the revenue act authorizing the 
appointment of additional agents, these eight additional 
men were appointed and detailed to their respective 
divisions. The corps of internal revenue agents, as thus 
organized, was composed almost entirely of ex-engineers 
of the board of public works, who had been engaged in 
road building in various sections of the island and of 
ex-non-commissioned officers of the regular army. All 
were fearless, hardy campaigners, and most had seen 
military service in Porto Rico or elsewhere. 

A new series of internal revenue stamps, consisting of 
surcharged United States internal revenue documentary 
stamps, was secured through the courtesy of the United 
States treasury department in Washington, and prepara- 
tion made to issue them, in lieu of the crude series then 
in use, upon the inauguration of the new system. Bonded 
stamp agents, usually the postmasters, were appointed in 
all important towns of the island, and steps taken to make 
available adequate supplies as soon as required. 

In the same way a large amount of anticipatory work 
was done in preparing necessary return blanks, forms, 
bonds, instructions, and stub invoice and register books 
designed for use in administering the new system. All 
such forms as would be unaffected by possible legisla- 
tive changes were printed, or mimeographed, and stored 
away for ready use. The forms for the stub invoice and 
register books were ready, and the proof corrected, two 
weeks before the act became a law. 

_ Within a few hours after the revenue act had been 
signed by the governor of Porto Rico on the night of 
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January 31, 1901, to go into effect as far as the excise 
taxes were concerned from the date of its passage, the 
brief of the excise schedules was corrected to agree with 
the legislative amendments made at the eleventh hour, 
and inserted in Spanish and English in the Official Ga- 
zette. The summary of the law for use on the back of in- 
voices was similarly corrected, the stereotypes cast, and 
the presses in motion, striking off three thousand stub-in- 
voice books and fifteen hundred register books. The old 
internal revenue agents were called in, and the new agents 
were appointed, mounted, and equipped. The invoice and 
register books were stamped with the proper paragraph, 
assessment, and page numbers taken from the preliminary 
rolls; and within a week from the time the law went 
into effect over one-half a ton of books, blanks, and regu- 
lations were distributed to the remotest corners of the 
island, and the entire corps of internal revenue agents was 
busily engaged in furnishing books to tax-payers and in 
acquainting them by patient specific instructions with the 
details of the law. A few weeks later the distribution 
of license blanks for the payment of taxes imposed by 
Schedule B was completed; and bonds duly signed and 
attested, conditioned on the faithful observance of the 
law, were received from all manufacturers and importers 
liable for payment of the tax. 


V. 


The excise taxes of Porto Rico accrue upon the ship- 
ment of the articles liable from the factory or upon their 
withdrawal from the custom-house, and are evidenced by 
the affixture, in prescribed form, of internal revenue 
stamps of requisite amount to an invoice accompanying 
the shipment or withdrawal. For this purpose every 
manufacturer or importer of an article liable to the excise 
is provided, at nominal cost, with a stub-invoice book and 
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a register book, each containing fifty sheets. On the face 
of each invoice sheet is printed the form of certificate to be 
signed and of invoice to be filled in by the importer or 
manufacturer at the time of withdrawal or of shipment, 
together with full instructions for the guidance of manu- 
facturers, importers, carriers, and consignees. On the 
back of each sheet are printed the several rates of taxation 
and essential abstracts from the revenue act. 

The invoice sheet contains blank spaces, in which are 
stamped the schedule and paragraph numbers of the par- 
ticular article for which the book is used, and the assess- 
ment number of the particular tax-payer to whom the 
book has been issued. The invoice sheets in the initial 
book issued to a tax-payer are also numbered consecu- 
tively from 1 to 50, the second from 51 to 100, and so on, 
indefinitely. It will thus be seen that no two invoices for 
goods manufactured in Porto Rico or imported into Porto 
Rico can bear the same set of paragraph, assessment, and 
invoice numbers; and no goods liable to the tax can, 
under penalty of law, be shipped from factories or im- 
ported into the island unless an invoice for the same be 
first filled out on a proper invoice sheet. The insular 
police force co-operate actively with internal revenue 
agents in the detection of fraud, the seizure of illicit 
goods, and the arrest of delinquents. 

The invoice proper is separated from the stub by two 
vertical lines, forming a column of the width of an inter- 
nal revenue stamp. When an invoice has been filled out 
and signed by a manufacturer or importer, and an abstract 
thereof entered on the stub, revenue stamps to the full 
amount of the excise on such goods are affixed in the 
vertical column between the invoice and the stub, and 
are cancelled with the manufacturer’s or importer’s name 
and date of shipment from the factory or withdrawal from 
the custom-house. The invoice is next detached from the 
stub midway between the two vertical lines, so that each 
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stamp is destroyed by bi-section, one-half remaining affixed 
to the invoice and one-half to the stub. The manufact- 
urer’s or importer’s name and invoice number are branded 
or marked on each package of goods contained in the in- 
voice, and the stamped invoice itself is transmitted by the 
carrier with the goods to the consignee. At brief inter- 
vals an internal revenue agent visits each manufacturer 
or importer, takes notes from the invoice stub and the 
register book as to all shipments made, and then proceeds 
to collect from the consignees the stamped invoice sheets 
corresponding to the shipments thus entered. If the con- 
signee lives in another inspection district, the agent of 
the latter district is informed by a regular card of notifi- 
cation; and he in turn collects the invoice sheet. All 
invoice sheets, with the mutilated stamps attached, are 
thus ultimately returned to the bureau of internal reve- 
nue to be audited and filed. In the cases of imported 
goods the stamped invoices are attached to the custom- 
house entries, which are forwarded from all of the sub- 
ports to the San Juan custom-house, where the stamped 
invoices are detached from the entries and also audited 
and filed in the treasurer’s office. The stubs of exhausted 
invoice books are returned by agents to be filed; and new 
books, consecutively paged, are furnished tax-payers. By 
this simple method, revenue stamps once used in payment 
of excise taxes are cancelled, mutilated beyond all possi- 
bility of re-use, and the fragments actually removed from 
circulation. 

In the register book, delivered with each initial invoice 
book, the manufacturer or importer is required to keep 
a daily record of his business operations. On one page 
are entered the stock of goods and the value of revenue 
stamps on hand at the receipt of the register book. On 
the opposite page are entered, under proper date and in- 
voice number, the record of each shipment, including the 
character and value of merchandise, the carrier, destina- 
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tion, consignee, and the value of revenue stamps affixed 
to the corresponding invoice. Daily entry is also required 
of goods manufactured or imported, of the value of stamps 
purchased, and of the residence of the collector or stamp 
agent from whom purchased. The register book is bal- 
anced at the end of each month; and an exact transcript 
of the month’s transactions, sworn to before the local in- 
ternal revenue agent, is forwarded to the treasurer’s 
office for filing. Collectors of internal revenue and in- 
ternal revenue stamp agents are also required to forward 
monthly itemized statements of all stamps sold, giving in 
full detail the residence and name of purchaser, date of 
sale, for what purpose designed, and denominative value 
of each stamp sold. An efficient system of checks is thus 
provided, and means afforded of determining with abso- 
lute accuracy the amount and source of revenue collected 
monthly from each particular excise. 

The enforcement of the taxes imposed by Schedules B 
and C —all of which are paid by the affixture and can- 
cellation of revenue stamps — presents no serious difficul- 
ties. Documentary taxes are familiar in Porto Rico, and 
the desire of the person liable to render the document 
perfectly legal and binding is an effective motive for the 
payment of the tax. The dealers’ license taxes are due 
in quarterly instalments, and require some greater effort 
for efficient enforcement. The license blanks are stamped 
with the respective paragraph and assessment numbers, 
and are divided into four square spaces to which, succes- 
sively, on the first day of each quarter, revenue stamps 
of requisite amounts must be affixed and cancelled. 
Every dealer liable receives from the revenue agent of 
his district annually an appropriate license blank, and 
quarterly an order upon the nearest revenue stamp agent 
for the necessary stamps. Upon purchasing the stamps, 
the dealer leaves the order slip; and this is returned by 
the stamp agent with his monthly report. In the bureau 
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of internal revenue the returned order slips are checked 
against detailed reports submitted by the internal revenue 
agents. Delinquent dealers are thus ascertained, and 
necessary measures taken to secure compliance with the 
law. A further check is afforded by the requirement that 
the license blanks be posted conspicuously, and by the 
inspection visits, at irregular intervals, of internal revenue 
agents. 


VI. 


At this time of writing,— January 1, 1902,— eleven 
months have passed since the introduction of the new 
system of excise taxation; and its operation can now be 
characterized as a conspicuous and unqualified success. 
The monthly receipts therefrom, classified with respect to 
(1) rum, (2) cigarettes, cigars, and manufactured tobacco, 
and (3) other taxes, have been as follows : — 





Month. Rum. Cigars, etc. Other Taxes. Total. 
February ....+.+-.-s $9,952 $8,146 $5,512 $23,610 
ee st ee ee 0 14,580 13,085 5,763 $3,428 
BE sdintnink te  % 4 0 24,326 16,814 8,540 49,680 
. ae ee 23,290 19,492 20,364 63,146 
ms. « + & 2 & 6 © 8 24,659 19,885 10,006 54,550 
MF w«wasvrveeeeve 30,918 18,326 21,581 70,825 
August. . . . 2+ © ee 33,180 20,153 11,507 64,840 
September. ..... - 30,215 22,336 8,938 61,489 
CO 6. 4.k 6 4 41,305 20,181 18,636 80,122 
po ee a 39,674 19,262 13,882 72,818 
December. ...... 50,515 20,344 11,894 82,753 

Tee he ee ee $322,614 $198,024 $136,623 $657,261 


During the five months from February 1 to June 30, . 
1901, the normal yield of the excises was reduced by 
reason of the existence of large stocks of rum throughout 
the island, and by the conservative sentiment entertained 
by the native mind toward a rigid excise administration. 
The total amount collected during this period was $224,- 
414, or a monthly average of $45,083. By the begin- 
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ning of the present fiscal year,—the period for which 
the estimates made above * had been prepared,—the im- 
portant stocks of rum had been practically exhausted, and 
current purchases were being gradually resumed; the ad- 
ministrative details of the new system had become fully 
understood, and the penalties of fraudulent violation dem- 
onstrated; public sentiment, as embodied in the formal 
resolutions of commercial organizations and the expressed 
attitude of political parties, had crystallized in favor of an 
exact and cheerful compliance with the law; and the 
economic recovery of the island from the prostration of 
a disastrous hurricane and the disturbances of a change 
in monetary standard had begun to restore popular con- 
sumption to normal proportions.t During the first six 
months of the present fiscal year the total amount col- 
lected has been $432,847, or a monthly average of $72,- 
141. The estimated yield of the excise schedule for the 
fiscal year ending June 80, 1902, is $841,580, or a monthly 
average of $70,182. Six months constitute an insufficient 
period for safe prophecy in financial matters as to a full 
twelvemonth. But, considering the facts at hand and the 
tendencies now evident, there seems full reason to sup- 
pose that, with no disturbing factor or unexpected occur- 
rence, the aggregate estimate for the fiscal year will be 


Pari passu with the secure establishment of the excise 
system and the increased yield therefrom, the percentage 
cost of assessment, inspection, and collection to the gross 
revenue derived has declined as follows: February, 10.8 
per cent.; March, 9.5 per cent.; April, 5.8 per cent.; 
May, 5.2 per cent.; June, 7.08 per cent.; July, 4.3 per 


* Page 15. 

tThus the excise on rum produced about 35 per cent. more in October 
than in September; and the much larger part of the $11,090 increase came 
from the coffee districts of the island, where this year’s crop, now being har- 
vested, is reported to be almost as large, in certain sections at least, as in the 
years preceding the hurricane. 
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cent.; August, 4.05 per cent.; September, 5.06 per cent. ; 
October, 4.05 per cent.; November, 3.09 per cent.; De- 
cember, 3.08 per cent. The exemption of exports from 
the excise has accented the removal of customs duties on 
imports into the United States from Porto Rico, and has 
stimulated an important Porto Rican export trade in the 
commodities liable to the insular excise. From February 1 
to July 25, 1901, when free trade between Porto Rico and 
the United States went into effect, there were exported 
from Porto Rico to the United States: rum and bay rum, 
11,046 gallons; cigars, 9,483,798; cigarettes, 788,700. 
From July 25 to October 31—five weeks more than the 
preceding period—the corresponding movement was: 
rum and bay rum, 78,087 gallons; cigars, 19,570,368; ciga- 
rettes, 6,576,800. 

The qualitative effects of the new system have been 
no less distinctly successful than its quantitative results. 
For the first time in the history of Porto Rico a system of 
taxation is in operation of which evasion, fraud, bribery, 
and blackmail are not essential parts. The excise regula- 
tions of the island are beginning to command something 
of the same popular respect entertained towards postage 
and currency laws, and a tonic quality has thus been im- 
parted to the insular administration as a whole. The 
incidence of the excise taxes has been in large part upon 
the retail dealer, who, better perhaps than any element 
in Porto Rico, is able to make an increased contribution 
to the support of the government. To the limited extent 
that the consumer has been affected, it is in the direc- 
tion of luxurious or injurious rather than of necessary 
consumption. It seems entirely reasonable to state that 
the system has injured no industry, has curtailed no pro- 
duction, has burdened no consumer, and that its enforce- 
ment has been efficient and its acceptance general. 

The estimated expenditures of the insular government 
for the fiscal year ending June 30, 1902, are something 
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under two million dollars. Excise taxation during this 
period is expected to contribute $715,343, exclusive of 
$126,287 (being 15 per cent. of the gross receipts) which 
will be apportioned among the municipal districts. In 
addition to being the most important source of present 
revenue, the excise schedule possesses considerable elas- 
ticity with respect to future insular requirements. With 
increased production and growing prosperity the gross 
receipts will swell progressively. The reorganization of 
local government will enable the insular treasury to re- 
claim the quota now appropriated to the municipal dis- 
tricts in lieu of the abolished conswmo taxes. The excise 
on beer and other alcoholics imported from the United 
States can properly be increased to compensate for the 
import duty removed. The substitution of an ad valorem 
for a specific excise on cigars, the reduction of the oleo- 
margarine excise from its present prohibitive point, and 
the extension of Schedules B and C will tend to improve 
the system and will be accompanied by favorable financial 
results. It is doubtful whether the excise on rum, the 
all-important item in the schedule, has yet reached the 
maximum revenue rate; and, with the industry once ad- 


justed to new conditions of production, a moderate in- 


crease would seem entirely practicable, should occasion 
therefor exist. Finally, the proportionate cost of enforc- 
ing the system will be reduced by conferring upon the 
insular treasury department the authority to punish minor 
or initial violations by quick administrative action instead 
of cumbrous judicial procedure. In all of these particu- 
lars, time, experience, and specific conditions will make 
clear where and when — without any departure from fun- 
damental principles — omission, amendment, and addition 
are desirable. Until conspicuous unfitness therefor is dis- 
played, full legislative capacity with respect to such 
matters should remain vested in the insular legislature. 
The sagacious provisions of the organic act, exempting 
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Porto Rico from the operation of the United States 
internal revenue laws, and permitting the adoption of an 
independent insular excise system, should remain a defi- 
nite policy in future Congressional legislation. 

; J. H. HOLLANDER. 


Jouns Horxrns UNIVERSITY. 














CAPITALIZATION OF THE UNITED STATES 
STEEL CORPORATION. 


THE surplus earnings of the United States Steel Cor- 
poration for the first six months of its existence exceeded 
$12,000,000. It is confidently asserted that the second 
half-yearly statement, to be issued in March, 1902, will be 
even more favorable. Thus far the enterprise is more 
than fulfilling the predictions of its promoters, that divi- 
dends could be maintained on both preferred and common 
stock. These large earnings are the result of productive 
advantages which have been so often enumerated and de- 
scribed that the briefest survey, by way of introduction to 
the present discussion, will suffice. The United States Steel 
Corporation controls 80 per cent..of the supply of iron 
ore at the head of Lake Superior: It owns practically 
the whole of that portion of the Connellsville coking coal 
field not yet exhausted. It owns the boats and railroads 
by means of which the crude materials of steel production 
are brought together. The plants of the Corporation are 
located at the points of largest present advantage, where 
materials can be most economically assembled and from 
which markets can be most easily reached. These plants 
include approximately 70 per cent. of the productive 
capacity of the United States, taking the total output of 
all forms of steel products as the basis of estimate. The 
policies of the company are directed by the most able men 
in the steel industry, and its financial support includes 
the strongest houses in the United States. The result of 
these advantages is production and distribution at a lower 
cost than has ever been reached by any company engaged 
in the manufacture of steel. Minimum expenses of pro- 
duction combine with heavy demands for product and 
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high-selling prices to produce the huge sum of profits 
which has been mentioned, and out of which such liberal 
dividends have been paid. 

These profits, however, although enormous, are none too 
large for the requirements of investment security. Net 
earnings of $125,000,000 give an annual surplus of $40,- 
000,000, or 2.8 per cent. on the total capitalization of the 
company. At this rate, in five years, providing that con- 
ditions of capital and income remained unchanged, a sur- 
plus of 14 per cent. will have been accumulated, and the 
common stock will be entitled to rank as an investment 
security. A more conservative management would refuse 
to pay dividends on the common stock until a consider- 
able surplus had been accumulated ; but the United States 
Steel Corporation was definitely committed from the start, 
not only by the announcement of its prospectus, but by 
the practice of most of its constituent companies, to a 
policy of liberal disbursement. And, having once been 
begun, this policy can be abandoned only at a sacrifice of 
security values which would entail heavy losses upon the 
stockholders and injure the reputation of the principals. 
The necessity for the payment of dividends arises, also, 
from the existence of the cumulative provisions which 
appear in the contract with the holder of the preferred 
stock. If the stock of the United States Steel Corpora- 
tion were all of one issue, or if the cumulative feature did 
not attach to the preferred stock dividends, no dividends 
need be paid for the current year, and $95,000,000 could 
be added to surplus reserve. Given another year as 
profitable as 1901 has been, and the Corporation would 
have accumulated a reserve fund of 20 per cent., and would 
then be able to guarantee a fixed return to its stockhold- 
ers. The cumulative provision, however, enforces the 
necessity of the payment of 7 per cent. dividends on its 
preferred stock; and this payment requires a yearly ap- 
propriation out of earnings of $35,649,924. Failing in the 
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payment of any part of this sum, the deficit remains as a 
preferred claim against earnings; and this must be satis- 
fied before the resumption of dividends on the common 
stock. In justice to the holder of common stock, there- 
fore, preferred dividends, when earned, must be paid out. 
Payment of dividends on one class of securities, moreover, 
is a presumption in favor of disbursements to the junior 
issues ; and finally, as before remarked, the steel combine 
is definitely committed to a policy of dividend payment. 
In considering the financial position of the steel trust, 
therefore, we must understand by this term the ability of 
the steel trust to pay dividends. 

We start from a basis of fixed charges of $65,068,924, 
divided as follows: sinking funds and maintenance, $14,- 
119,000; interest on bonds, $15,200,000; dividends on 
preferred stock, $35,649,924. Ifthe reputation and policy 
of the company demand the payment of dividends on the 
common stock as a condition of financial stability, the 
total requirements are increased to $85,255,858, which 
must be earned before any surplus can be accumulated. 
Do the past history and present circumstances of the 
iron and steel trade, and, in particular, the situation of the 
United States Steel Corporation in reference to cost of 
production and market control, warrant the conclusion 
that this sum can be provided, and at the same time an 
adequate surplus reserve accumulated ? 

In the November number of the Quarterly Journal of 
Economics, under the title “The Integration of Industry 
in the United States,” Dr. W. F. Willoughby presented 
conclusive evidence of the existence of a tendency in the 
industrial world towards the uniting of all the factors of 
production in particular lines into single companies, each 
of which owns or controls the source of its own supply of 
materials and markets its product in the finished form. 
Dr. Willoughby naturally found the best illustration of 
this tendency in the situation of the United States Steel 
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Corporation ; but he showed that the movement is already 
quite general, and is apparently destined to a much fur- 
ther extension. The advantages of this new system of 
production were shown to be considerable, the most im- 
portant advantages being independence of fluctuations in 
the prices of materials and transportation, and the obtain- 
ing of all materials at or near the cost of production with- 
out deduction for intermediate profits. In the case of the 
United States Steel Corporation, moreover, it was pointed 
out that the greater part of its output was marketed in the 
form of products far removed from the unwrought steel 
billet, or bloom. In other words, the major portion of the 
earnings of the Corporation represent the combined profits 
of a long series of productive factors,— the mine, the coke 
plant, the railroad and steamship, the blast furnace, the 
Bessemer converter, the slabbing mill, and the plate mill,— 
all converging and uniting in the earnings from the sale 
of rails, tubes, tin plate, cotton ties, and structural ma- 
terial. 

These gigantic profits and values, under the old-time 
system, before the steel industry became integrated, would 
have been divided among at least six classes of producers, 
each of which would have in turn contributed to the earn- 
ings of its predecessor, while it levied tribute upon the 
next in succession, and each one was at all times struggling 
to improve its position at the expense of its own buyers 
and sellers, with the result of considerable confusion of 
contracts and uncertainty of prices. The mine-owner 
could not calculate on a fixed rate of transportation; the 
furnace man had no certainty, beyond the limits of a single 
season’s requirements, that he would not be muleted in the 
price of ore and coke; the bridge manufacturer anxiously 
scanned the market prices of steel. Everywhere was ig- 
norance, distrust, and friction. The most prominent 
characteristic of the interdependent system of production, 
as just pointed out, was the element of fluctuating costs, 
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Each producer in order, after a brief season of prosperity, 
would find his cost of production raised by the producer 
just before him. A high price of pig iron in the fall meant 
a high price of iron ore in the spring, and stee] producers 
who had seen their customers make large profits on their 
purchases of low-priced billets and sheets hastened to 
equalize matters with these customers as soon as their 
commitments had been filled. As a result, no one mem- 
ber of the productive series was able to take full advan- 
tage of the opportunity for profits which a large consump- 
tive demand always presents. The producer who stood 
nearest the consumer was perhaps in the most favorable 
position ; but even here the manufacturer of hardware 
and the large buyer of materials, at the beginning of an ad- 
vance of prices, eagerly contracted ahead, and the producer 
of tubes or wire was usually kept busy filling these low- 
priced contracts until the rising tide of preliminary cost 
destroyed his hopes of the larger profits to which high 
prices of his products would seem to entitle him. 

At the same time that the costs of the steel industry 
were subject to such wide variations, the aggregate 
expenses of its different members suffered but slight 
changes in comparison. For example, the miner in the 
Connellsville region, during the depression in the coke 
trade from 1893 to 1898, received $.928 for mining 
100 bushels of coal. In 1900 he received $1.25. The 
wages of the laborers around the ovens were changed to 
even less than the wages of the miner. The depreciation 
and sinking fund charges remained the same. The total 
cost of coke-making between 1897 and 1900 did not in- 
crease to exceed 25.0 per cent. per ton of coke produced, 
but the price of coke at the oven rose from $1.28 in 1895 
to $2.70 in 1900, or 119.5 per cent.* The same can be said 
of the cost of ore and limestone, and also of pig iron and 
steel billets. The variation of the expenses of production 


* From information supplied by Mr. H. P. Snyder, editor of the Connells 
ville Courier. 
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is always much smaller than the changes in market prices, 
because these latter represent the changes of general de- 
mand. Price is a social fact influenced by a number of 
outside circumstances constantly changing in their relation 
and in the degree of their respective influence. The ex- 
pense of production, on the other hand, is a technical fact. 
It measures the resistance of nature to man’s efforts and 
the slow and gradual fluctuations of wages. Expenses of 
production, therefore, as compared with market prices, 
fluctuate within narrow limits, although their general 
tendency is always towards a gradual decline. 

It was from this situation of unstable costs that the 
“integrations” in steel production, of which the United 
States Steel Corporation is the foremost example, have 
delivered the trade; and in the freedom from the vexatious 
checks of advancing costs lies the explanation of the im- 
posing profits upon which the huge capitalization of the 
company has been based, and to which that capitalization 
looks for its justification and warrant. The products of 
the steel trust to-day are produced at ultimate and funda- 
mental cost,— a cost which contains hardly any element 
of profit from the beginning of the series to the end, and 
which represents only the bare expenses of producing and 
transporting the various materials,— ore, coke, iron, steel 
billet, steel plate, which antecede the final product.* 
These expenses of production, owing to the rapid progress 
of improvement in recent years at every stage of the 
process, are probably the lowest on record. The final 
products are sold at higher prices, higher than for ten 
years past, and in quantities which have never before been , 
approached. The profits of the steel trust represent the 
total earnings at the time of its greatest prosperity of 
70 per cent. of the iron industry of the United States, 
the combined profits of the numerous and widely sundered 
members of a complete productive process. These profits, 


*No matter what system of accounting has been adopted between the 
eonstituent companies the final result would be as described. 
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if continued for five years, in spite of the heavy drain of 
dividend payment, will permit the accumulation of a 
reserve of surplus earnings sufficient in amount to guar- 
antee the stability of both common and preferred stock. 

The question at once arises, Will these profits continue ? 
This question can be discussed from two standpoints. We 
can assume that the course of prices and earnings in the 
steel trade will follow in the future the direction of their 
past history, or we can accept the claim, so often made, 
that a new factor of potent influence has entered to steady 
the industrial situation and maintain the stability of indus- 
try ; that the control of the supply possessed by the United 
States Steel Corporation will operate to steady the mar- 
ket, and will prevent prices from falling to the same ex- 
tent as in past years. Itis from the first point of view 
that the present discussion proceeds. The writer proposes 
to examine the situation of the United States Steel Cor- 
poration, on the hypothesis that a period of industrial 
depression, such as has invariably succeeded a period of 
industrial prosperity, will carry down to a low level the 
present prices and profits of the steel trade. An exam- 
ination of the situation from the standpoint of past ex- 
perience is certainly warranted, if only by the necessity of 
clearing the ground for the entrance of new factors, which, 
it is claimed, the industrial consolidations of the past four 
years have created. 

The history of iron and steel prices jis a record of 
fluctuations more frequent and extensive than those 
which have marked the course of any other class of com- 
modities. The following table gives on four dates, cover- 
ing a period of twenty years, the prices of the more im- 
portant members of the group of iron and steel products: 
Hienest anp Lowest AvERAGE Prices or Iron anp STEEL, 1880-99 

1880. 1885. 18g0. 1894. 1899. 
No. 1 foundry pig at Philadelphia, $28.50 $18.00 $1840 $12.66 $19.36 


Steel rails at mills in Pennsyl- 


Cee ee alee 67.50 28.50 31.75 24.00 28.12 
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1880. 1886. 1890. 1894. 1899 


Steel billets at mills at Pittsburgh, 31.75 30.382 16.58 $31.12 
Wire nails of small size, Ander- 
oom, Indiamg 2. 0 1 tt 8 10.40 5.91 4.60 3.81 3.28 


Taking the fluctuations of pig iron as the subject of 
comment, we find that from 1880 to 1885 the price de- 
clined 86.9 per cent., and from 1890 to 1894 31.1 per 
cent., rising from 1894 to 1899 84.5 per cent. The 
fluctuations in the prices of the more advanced steel prod- 
ucts were equally great. The demand for iron and steel 
represents perhaps more nearly than the demand for any 
other product the periodic fluctuations in business ac 
tivity. 

The course of production has tended to correspond with 
the range of prices. As a rule, however, although the 
production of iron and steel has immediately decreased in 
response to a fall of prices, the decline has been temporary ; 
and within a short time, usually not exceeding a year, 
while prices still remain low, production has once more 
increased, although not at the same rate as before the 
decline in prices. The industries of the country having 
adjusted themselves to the lower level of prices, a renewed 
demand for iron and steel at low prices is met by an 
increasing supply, and normal conditions continue until 
the next explosion of industrial speculation sends prices 
up again. This sustained production of iron and steel on 
the new level of prices has been hitherto made possible by 
a readjustment of costs. The materials of every branch 
of the industry having fallen in price, expenses are corre- 
spondingly reduced, and a decrease in labor cost is facili- 
tated by a decline in the cost of living. Decreasing cost 
of production enables the operation of works at a profit, 
although, without such a reduction in cost, the new price 
level would in most cases convert profits into losses, and 
cause a general suspension in the industries thus circum- 
stanced. To put the matter concretely, unless the price 
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of pig iron declined along with the price of steel, the steel- 
maker would be compelled to operate his plant at a loss. 
In this decline in the prices of his materials the steel- 
maker found partial compensation both for the decrease 
in his profits, resulting from the former advance in costs, 
and for the present decline of his selling prices. Just as 
the members of the productive series, beginning with the 
mine and the transportation company, by advancing their 
charges had successively raised the expenses of production 
of the later stages of the process, so now, beginning with 
the manufacturer of finished materials and reversing the 
order, prices and costs successively declined. The wire 
mill paid less for rods, the rod mill for billets, the steel- 
maker for pig iron, until the weakness in demand from 
the final consumer had passed from one stage to the other 
back to the railroad, the boat, and the mine. The result 
of the interdependence of industry in a time of falling 
prices was, therefore, a compensating decline of the 
expenses of production, and a reduction of profits rela- 
tively much smaller than would have been the case, had 
costs of production remained comparatively stable from 
the beginning. While the aggregate profits of an inter- 
dependent industry over an extended period, compared 
with those of an integrated industry, are much smaller, 
they are, for the foregoing reasons, more evenly distrib- 
uted, and exhibit in their movements a small margin of 
variation. 

The significance of this principle of profit variation as 
applied to determine the security of the steel stocks is as 
follows: The United States Steel Corporation is an inte- 
grated industry. Its expenses of production contain but 
few elements of profit, and, compared with those of the 
régime which it superseded, are relatively stable. Its 
aggregate profits are, therefore, much larger; but, on the 
other hand, they are more unevenly distributed,— that is to 
say, the margin between the high and low points of the 
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profit curve is much greater than if the Corporation was 
obliged to purchase its supplies from other producers, In 
capitalizing the profits of such an integrated industry, the 
amount of stocks and bonds that can safely be issued 
should not absorb the maximum earning power of the new 
company, but should preferably represent the average of 
high and low profits, or, even more prudently, should be 
fixed at a point where the requirements of interest, main- 
tenance, and dividends should not absorb more than the 
minimum earnings. If both of these rules are disregarded, 
and the maximum earnings of an integrated company are 
fully capitalized, especially if the capitalization contains a 
large proportion of interest-bearing obligations, its finan- 
cial standing is certain to be impaired by the first decline 
of prices. A conservative policy is evidently far more 
necessary in the capitalization of an integrated than of a 
non-integrated company, because, in the case of a non- 
integrated business, the proportionate decline in profits, 
as a result of a fall in prices, is much less than where 
little compensation for falling prices is afforded by de- 
creasing cost of materials. It is, therefore, impossible to 
escape the conclusion that the stocks of the United States 
Steel Corporation, because its capitalization is based upon 
the maximum profits of an integrated industry at a time 
when the margin between costs and prices was the widest, 
and also because that capitalization contains a considerable 
element of bonded debt, will be in danger of serious 
depreciation if prices should follow the course of past 
years, 

It may be of interest to follow the working out of this 
principle of profit variation in a concrete case. The 
writer was recently privileged to examine a confidential 
report on the financial history of a prominent blast 
furnace company, which presented a detailed record of 
costs, selling prices, production, and earnings for a series 
of years. This company contracted for all its materials. 
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The management, equipment, economy, and efficiency of 
operation of this company have always been of the highest 
order. In fact, it is generally recognized as one of the 
best of the independent furnace companies in the State in 
which it is located. The main facts of its financial history 
are presented in the following table : — 


Year. Price of Iron Cost of Profit per Annual Net 
per Ton. Materials. Ton. Production, Earnings. 
Tons. 
1890. . $15.74 $12.70 $2.00 39,659 $67,928.29 
1891. . 14.57 12.29 1.24 37,589 39,072.96 
1892. . 13.63 11.78 86 30,755 18,244.77 
1893. . 12.31 10.27 1.00 50,957 25,787.98 
1894. . 10.58 8.82 .72 51,163 13,714.77 
1895. . 10.74 8.67 1.03 53,932 42,971.86 
1896. . 11.29 9.44 71 87,107 20,815.94 
1897. . 10.40 8.55 81 63,137 33,150.57 
1898. . 9.79 7.99 76 64,816 32,319.51 


The proposition which has been laid down regarding 
the tendency of the costs of non-integrated industry to 
vary with its profits is substantiated by this record. Com- 
pare, for example, the variation in the selling price of pig 
iron from 1890 to 1894 with the change in the tonnage 
cost of materials during the same period. A fall in price 
of $5.16 is largely offset by a decline in cost of materials 
of $3.88; and, as a result of this decline in materials, a 
profit is still earned. Had it not been for this fall in the 
price of ore and coke, the company would have sustained 
a heavy loss after 1893; for the selling price of pig iron 
from 1894 to 1898 was less than the cost of materials in 
1890. 

Let us now suppose that the proprietors of this company 
in 1890, the year of highest profits, corresponding to the 
year 1901, had decided to capitalize their enterprise on 
the same basis as that on which the capitalization of the 
United States Steel Corporation has been issued, namely : 
5 per cent, bonds, 21.4 per cent. of the total; 7 per cent. 
cumulative preferred stock, 44.3 per cent.; and common 
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stock, 44.8 per cent. Let us further assume that, just as 
the steel trust has done, the new company decided to set 
aside 11.2 per cent. of its net earnings for sinking fund 
and maintenance charge, or $7,607.96 out of net earnings 
of $67,928.29, as well as a surplus reserve equal to 40 per 
cent. of net earnings, or $27,171.82, before capitalizing any 
part of their income. The promoters of the iron company, 
pursuing the same policy of maintenance, sinking fund, 
and surplus reserve charges as that adopted by the pro- 
moters of the United States Steel Corporation, would have 
had remaining $33,149.01 of the net earnings of 1890, upon 
which to base their issues of stocks and bonds. Indeed, 
this apportionment of earnings is even more conservative 
than that adopted by the syndicate managers of the steel 
trust; for it was not expected that the earnings of the 
consolidation would much exceed $100,000,000. That is 
to say, putting the matter in another form, the proportion 
of surplus reserve which our supposed corporation in 1890 
desired to set aside was at least 60 per cent. larger than 
the original intention of the organizers of the steel trust in 
this regard. 

On this relatively conservative basis, and apportioning 
the available net earnings of the ( ) Iron Company 
among the three classes of securities in the same propor- 
tions as the steel trust has apportioned its earnings, we 
have the following capitalization in 1890, corresponding 
to the capitalization of the United States Steel Corpora- 
tion in 1901, and bearing the same relation to the net 
earnings of that company : — 





Class of Security. Prinet Interest or 

¢ = Dividends. 

7% cumulative preferred stock ..... =. $237,725.60 $16,640.79 

Pe ee eee ee 276,160.00 9,846.00 

ap 6 ee Sa Kaw ee we 8 133,258.98 6,662.44 
$647,144.58 


We now have our company organized on the same basis, 
in relation to the surplus reservation out of its earnings 
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of 1890 and the capitalization of the different classes of 
securities, as the United States Steel Corporation in 1901. 
It will be instructive to follow the fortunes of our new 
company through the nine years succeeding its organiza- 
tion; and this is done in the following tables, which give 
(1) net earnings, (2) requirements for interest maintenance 
and dividends, and (8) surplus account from 1890 to 1898. 





I. Il. Il. Iv. ¥. 





Fixed charges 4 
Fixed |+ 17 per cent.|2L.) + 4 Perisurpius (+) or 
Year. |Net earnings. cent, on com- 

charges. on , eee mon stock. \deficit (—). 





1890 $67,928.29 | $17,453.96 | $34,094.75 | $40,757.69 | +27,170.60 
« “ “ 


1891 39,072.96 — 1,684.73 
1892 18,244.77 « “ “ —32,512.92 
1893 25,787.98 « “ “ —14,969.71 
1894 13,714.77 “ «“ “ —27,042.92 
1895 42,971.86 +2,214.17 
1896 20,815.94 “ “ « —19,941.75 
1897 33,150.57 “ “ “ —17,607.12 
1898 $2,319.51 “ “ “ —18,438.18 




















We have here represented the financial history of a 
company capitalized on the same basis as the United States 
Steel Corporation during a period of low prices. Let us 
go over the results appearing in column “ V.,” applying 
them to the position of the different securities, and as- 
suming that the Corporation is managed with an eye to 
security. In 1890, after meeting all fixed charges and 
paying dividends on both preferred and common stock, 
a handsome surplus would have remained on the year’s 
operations. In 1891 the surplus of the preceding year 
would have been trenched upon to the extent of $1,684.73 
to.keep up the common stock dividend. In 1892, no 
dividends could safely be paid on either class of stocks, 
because, after meeting fixed charges, only $790.81 re- 
mained out of the net earnings of the year. This would 
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be added to the surplus reserve, bringing that item up 
to $27,286.68. In 1892, since the preferred stocks are 
cumulative, a back dividend of 7 per cent. is accumu- 
lated, which must be paid before dividends are resumed 
on the common stock. In 1893, to continue our exam- 
ination, $8,334.02, or 34 per cent., was earned on the pre- 
ferred stock. In view of the fact that the surplus reserve 
of the company, which now stands, as above noted, at 
$27,286.68, is only 4.4 per cent. of the total capitalization, 
a prudent management, such, for example, as the present 
governing body of the United States Steel Corporation, 
would undoubtedly refuse to pay out this excess of net 
earnings over fixed charges, and would carry the balance 
to surplus, bringing that account up to $35,620.70. The 
consequence of this decision would have been to add an- 
other 7 per cent. to the accumulation of unpaid pre- 
ferred dividends already standing against the common 
stock. In 1894, came the period of low prices, which 
would have justified the conservative decision of the pre- 
ceding year. Net earnings would have fallen below 
fixed charges, and $3,745.19 would have been drawn 
from the reserve to pay interest, bringing down the re- 
serve to $31,875.51. Another passed dividend on the pre- 
ferred would have accumulated 21 per cent. against the 
common stock. The result of the operations of the next 
four years would have been a surplus of $59,442.04 over 
the total fixed charges for this period. Out of this sum, 
84 per cent. could have been safely paid on the preferred 
stock, and the balance, $26,160.46, carried to surplus re- 
serve, increasing that account to $58,035.97, which is 4 
per cent. on the capitalization of the company,—a very 
respectable showing, although still considerably less than 
the highest standard of investment security would have 
required. By 1898, however, the accumulation of back 
dividends against the common stock would have amounted 
to 35 per cent. on the preferred stock ; and the junior se- 
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curity, therefore, would have only a nominal value, not 
merely in view of the existence of the back claim accumu- 
lating for eight years past upon future earnings, but be- 
cause of the fact that no dividends had been paid for an 
extended period upon the common stock. The value of 
the preferred stock would have probably settled itself 
around 40, and the bonds alone would rank as an invest- 
ment security. The conclusion is plain that the basis of 
capitalization of the United States Steel Corporation, if 
the experience of the ( ) Iron Company is any 
criterion, and if prices follow the course of past years, is 
dangerously insecure, and that both classes of stocks are 
at all times highly speculative in character. 

The financial analogy which has been drawn, however,* 
is by no means complete. The profits upon which it is 
based are those of a non-integrated company that found a 
large measure of compensation for the decline in the price 
of its product in the reduced value of its materials. The 
high and low points of the profit curve of the ( ) 
Iron Company are, therefore, much less widely separated 
than would have been the case, had the company produced 
its own materials instead of purchasing these from other 
producers. In order to make an exact parallel with the 
present situation of the United States Steel Corporation, 
it is necessary to reestimate the earnings of the company 
under examination on the basis of a cost price for ma- 
terials. In making this estimate, the average cost of 
materials to the company from 1894 to 1898 is taken as 
an approximation of the total expenses of producing these 








* The writer has not been able to obtain a statement of the earnings of the 
( ) Iron Company from 1898 to 1901. He has been informed that full 
advantage was taken of the recent rise of prices, and that the large earnings 
of 1890 were considerably exceeded in these later years. The inference is that, 
even on the assumed basis of capitalization, the back dividends could have 
been paid off out of the profits of two years operations, and that during the 
past two years the company could have paid a good dividend on its common 
stock. This favorable result, however, does not in any way authorize the 
scale of capitalization which has been mentioned. 

















CAPITALIZATION OF THE STEEL CORPORATION 229 


materials from 1890 to 1898. This estimate is probably 
somewhat under the facts, but, as will presently appear, 
is all the more warranted for that reason. Taking ma- 
terials at producers’ cost, just as the United States Steel 
Corporation receives them, the profits of the ( ) Iron 
Company in 1890 would have been $228,039.25 instead of 
$67,928.29, the amount actually realized ; and the capital- 
ization of the company, arranging it as before on the 
basis of the same allowance of surplus and maintenance 
charges, and with the same apportionment of earnings to 
the different classes of securities as the method employed 
in the capitalization of the United States Steel Corpora- 
tion, is as follows : — 





INCOME. 
Totebmeteemminge 2. 0 ttt ttt th tte $228,039.25 
Reserved fopempplas 0.0 tt tt ttt ttt 72,960.00 
Reserved for sinking fund and maintenance ...... - 28,280.00 
Available for fixed charges and dividends . ....... 126,760.70 


CAPITAL AND CAPITAL REQUIREMENTS. 
Principal. Interest and 





Dividend 
Requirements. 
EE ea $527,136.00 $26,356.80 
7% cumulative preferred stock... .. . 908,091.00 63,566.40 
OR Ge 6 se es Se KH SR 920,937.60 36,837.50 
eee eee ee ee ee $2,356,164.60 $126,760.70 


Here is a capitalization, based upon the earnings of an 
integrated industry for 1890, and apparently warranted 
by those earnings, nearly four times as great as the capital- 
ization which could be based upon the earnings of a non- 
integrated industry after allowing the same proportion of 
reserve. The enormous preponderance in earnings of the 
modern system of production represented by the steel 
trust, compared with the old-fashioned method, is at once 
apparent. But the danger of a full capitalization of these 
larger earnings is equally evident.) For now we are to 
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have but little compensation for declining prices in declin- 
ing costs. Let us admit a decline in producers’ cost from 
1890 to 1894 of 20 per cent., which is certainly well above 
the reduction that actually took place, and see how our 
company stands the strain. The statement of earnings, 
fixed charges, dividend requirements, and surplus ac- 
count,— taking materials at producers’ cost,— would have 
been as follows : — 


Year. Net Fizwed Fixed Charges (III). 4% Surplus (+) or 
Earnings. Charges. -+7% on Pre- On Common Deficit (—). 
Serred Stock. Stock. 
1890 $228,039.25 $59,636.80 $118,203.20 $155,040.00 -+- $72,960.00 
1894 21,488.46 59,636.80 118,203.20 155,040.00 — 133,551.54 


In sharp contrast with a surplus over all requirements 
of $72,960 in 1890 appears a deficit of $38,148.34 below 
fixed charges in 1894; and from this time on fixed charges 
would have more than absorbed all available revenue, 
leaving nothing for surplus and for the preferred stock, 
and considerably less than nothing for the common stock, 
which would have been buried under a mountain of pre- 
ferred accumulations. In other words, before the period 
under examination had been half concluded, the property 
of our company would have been in the hands of the bond- 
holders. Such would have been the inevitable result of 
putting the ( ) Iron Company in control of the sources 
of its supplies of material in 1890, and of capitalizing the 
larger earnings thence resulting on the same basis as that 
on which the present capitalization of the United States 
Steel Corporation is based. 

The lesson of this analogy and its application to the 
situation of the United States Steel Corporation is by no 
means obscure. It has already been plainly stated, but 
will bear repetition. The steel trust has capitalized to 
the full limit of present safety the largest earnings in the 
history of the steel trade. The surplus which will remain 
out of the earnings of the current year is no more than 
sufficient to meet the requirements of investment security. 
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If these earnings continue for five years, as has been 
pointed out, a reserve of approximately 15 per cent. will 
have been accumulated, and the Corporation can begin to 
plume itself on its investment standing. If prices and 
earnings in the steel trade, however, follow the same 
course as in past years, those earnings will suffer a de- 
cline more astonishing than their advance has been phe- 
nomenal. The proposition cannot be too often empha- 
sized that integrated industry means more stable cost of 
production, and therefore, unless an equal stability can 
be imparted to the prices of sale and the volume of out- 
put, a wider zone of profit variation. With integrated 
industry, costs do not rise with prices; and profits, there- 
fore, increase with greater rapidity than when other profits 
are deducted from them. But, on the other hand, when 
the turn comes and the tide of prosperity ebbs, since the 
expenses of production have not risen with the advance, 
neither do they decline with the depression; and prices 
fall with slight compensation from decreasing costs. The 
capitalization of the steel trust represents the top of the 
wave of prosperity. It is not difficult to forecast the 
value of that capitalization when the wave recedes. 

It is not the writer’s purpose to venture upon a predic- 
tion of disaster to the Steel Corporation. If steel prices 
and the earnings of the steel trade decline, as they always 
have declined in the past, there cannot be the slightest 
question that the value of both issues of its capital stock 
will be destroyed, with every probability that title to its 
properties will pass to the holders of its mortgage bonds. 
This is the teaching of experience. Steel has always been, 
in the picturesque phrase of Mr. Carnegie, either a “ king 
or a pauper.” And poverty in the steel trade means the 
extinction of the steel trust. It is, however, legitimate to 
urge that industrial conditions, as a result of the inevi- 
table consolidations of recent years, are now so stable that 
the earnings of the Steel Corporation can be maintained 
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on a high level. This opinion has the sanction of high 
scientific authority, and it is not to be lightly gainsaid. It 
will be fortunate for the holders of the steel stocks if the 
result shall justify these optimistic predictions. 

As this paper goes to press, the second report of the 
Steel Corporation shows estimated net earnings for the 
first year of $100,000,000, a considerable reduction from 
the original estimate of $125,000,000 adopted as the basis 
of the preceding computations. The result of a re-compu- 
tion would evidently be much less favorable to the Corpo- 
ration than the one which is allowed to stand. 


EDWARD SHERWOOD MEADB. 
UNIVERSITY OF PENNSYLVANIA. 














A POSITIVE THEORY OF ECONOMICS. 


BELIEVING —I hope not too hastily —that the “ Risk 
Theory of Profit” is sufficiently well established to justify 
its being subjected to the final and crucial test of being 
fitted into the general scheme of Economics, to see whether 
the modifications it necessitates are in line with the 
natural evolution of economic dogma, and whether it 
sensibly aids in the formulation and resolution of indus- 
trial problems, I venture to tender the following observa- 
tions. 

The recognition of enterprise as both a fundamental and 
the directive factor of production appears to afford a basis 
for an accurate demarcation of the exact field covered by 
Economics. It renders possible what has hitherto been 
lacking,— an indisputable definition of the science itself. 
This, indeed, would naturally follow any accurate deter- 
mination of the nature of profit and of its productive factor. 
So long as a problem of four forces was studied and formu- 
lated as a problem of three forces, or as a problem of three 
known and understood forces and one partially known 
and misapprehended force, the extent of the field of 
investigation could manifestly never be sharply distin- 
guished. Under such circumstances, even if a correct 
definition of the science happened to be proposed, its cor- 
rectness could neither be proven nor appreciated, unless 
it also involved a proper appreciation of the missing or 
misunderstood force, especially as this latter force hap- 
pens in this instance to be the controlling one. 

The object of all conscious human actions is the enjoy. 
ment of happiness and the avoidance of pain, or, in other 
words, “ well-being,” or “weal.” The fundamental dis- 
tinction between human activities is evidently between 
the altruistic and the egoistic, the latter division being, of 
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course, the one in which economic activities are included. 
The problem of defining Economics is, therefore, only re- 
solvable by differentiating economic activities from other 
egoistic activities. Now there are only three methods of 
classifying egoistic activities possibly applicable to our 
purpose, namely: first, by the character of the ends to be 
attained ; second, by the means adaptable to the attain- 
ment of ends; or, third, by the methods adopted for the 
attainment of ends,—as in these three differentiations all 
possible variations of motive are involved. We can say 
that some egoistic activities are directed to the attainment 
of physical benefits, others to intellectual progress, others 
to moral development, etc.; but a moment’s consideration 
will make it evident that the character of the result of 
human actions is not the principle upon which we can 
found our classification, because in many instances re- 
sults of the same character can be obtained by either in- 
dividual, social, or economic endeavor. We have no bet- 
ter success when we turn to the second possible principle 

of classification ; namely, that of the means (in the narrow 
sense of the term exclusive of methods) adaptable to the 
acquisition of “weal.” We can, and do, use our intel- 
lectual powers, our physical powers, and the powers of 
nature, mechanically adapted, for the enhancement of our 
well-being ; but economic activities refuse to group them- 
selves under any one of these headings, as all these forces 

are alike exercised in individual, social, and economic 

activities. Since the distinguishing peculiarity we are in 

search of is to be found neither in the character of the re- 

sult obtained nor in the means employed to bring about 

the result, it must depend upon a difference in method. 

If, then, we can discover the radical difference between 

the methods employed in individualistic, social, and eco- 

nomic activities, we are forced to define each of the three 
kinds of activities in terms of its peculiar method. 

When we approach the problem of defining Economics 
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from the standpoint here indicated, we cannot fail very 
shortly to appreciate that there can be no more radical or 
fundamental difference in method between Individual, 
Social, and Economic egoistic activities than this: the 
first class of actions are those of the individual acting by 
himself alone without any combination with others, and 
for himself alone. When an individual by his own un- 
aided efforts creates a product not for his own consump- 
tion, but to be exchanged, his activity is, of course, com- 
bined with that of the person with whom he exchanges. 
The second class of actions are those in which two or 
more individuals combine to produce a result or product, 
the share of which that will accrue to each individual 
concerned is indefinite and indeterminate,— indeed, often 
so indefinite and indeterminate that a considerable, and 
sometimes even the greater, part of the resulting benefit 
will be enjoyed by those who had nothing to do with 
bringing it about. Or, in other words, a social egoistic 
activity is one in which actions are combined for a mutual, 
social, or common purpose, in the benefit of which each 
participant in the activity expects only an indefinite share, 
almost or entirely unrelated to his personal contribution 
to production. The third class of actions — namely, the 
economic —are combined actions entered into by each par- 
ticipant because he expects a share of the resulting 
benefit bearing a definite relation to his contribution to 
ts creation. 

It will probably be objected by some that there are 
other activities usually considered to be economic that 
this third group does not include. In the course of this 
article I will endeavor to show why some, and by inference 
all, of these omitted activities are not really economic. 
The point here to be insisted on is this: that, if the activi- 
ties in dispute are really economic, it can only be because 
there exists a more radical and fundamental principle of 
division among egoistic activities than the one I have 
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utilized. Manifestly, this is impossible, as the only more 
fundamental difference in incentive is when the benefit 
sought is for others, and that marks the distinction 
between altruistic and egoistic actions. 

Now how can actions be combined for definite personal 
purposes,— that is, for a prearranged division of the benefit 
of the result definitely dependent upon contribution? At 
first sight it would appear that there are two possible 
methods of doing this. The first is that of communism, 
in which the product is either equally divided among the 
individuals contributing to production or divided in arbi- 
trarily prearranged percentages. The second is the com- 
petitive, or usual, method in which one of the contributors 
hires the others by giving each a definite and predeter- 
mined personal reward based upon his usefulness, and 
assumes the whole of the resulting benefit or the owner- 
ship of the product. 

Although the motive to human activity is always per- 
sonal, what we are classifying is not a group of indi- 
viduals, but a group of human activities exercised by two 
or more individuals, segregating those that are combined 
for definite personal ends. If we examine into the nature 
of these activities, it appears that, if the risk theory of 
profit is correct, not only economic but individualistic and 
social activities are divisible into four fundamentally dis- 
tinct kinds, two of which, those of land and capital, are 
uses, and two of which, those of labor and enterprise, in- 
volve personal sacrifice,— in the one case the pain cost of 
labor, and in the other the irksomeness of risk and re- 
sponsibility. Now in a communistic group each individ- 
ual is landlord, capitalist, laborer, and enterpriser in ex- 
actly the same proportion. His individual share of the 
“weal” produced by the united efforts of the commun- 
ity is not only practically indivisible into rent, interest, 
wages, and profit (thus destroying the opportunity for the 
interplay of the economic factors), but it depends only to 
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an infinitesimal degree upon his own contribution. If he 
labors honestly and his efforts prove effective, it is not be- 
cause he has been actuated in any considerable degree by 
his own personal ends, but because he has been moved by 
altruistic or social motives or because he has been coerced 
into activity. The motives for the creation of “ weal” ef- 
fective within such a group as the Oneida Community, as 
at first instituted, are not those which lead men to com- 
bine their actions for definite personal ends; and they 
must therefore be excluded from the group of human ac- 
tivities that our classification declares are economic. Such 
combinations are distinctly social, because there is lacking 
a definite personal relation between the incentive to and 
the reward of exertion. It is only when the Oneida Com- 
munity entered into competitive dealings with the outside 
world that economic considerations became effective; and 
the Science of Economics must therefore regard the com- 
munity as constituting a single economic individual. 
And, if it should ever come to pass that the whole world 
was organized into a single communistic group, combined 
human activity for definite personal ends, and therefore 
economic activity, would be an impossibility. 

The case of a co-operating group is different from that 
of a communistic group in that the individuals composing 
it do not contribute the use of land, the use of capital, 
and their labor in the same proportions. Such a group 
only differs from an ordinary group of competitive indi- 
viduals combined for economic “ weal” production in that 
the function of the entrepreneur is performed by the group 
as a whole, and not by a selected part of the group. The 
risk of ownership and the responsibility and direction of 
the enterprise rest upon all jointly, to be sure, but in defi- 
nite proportions. And, as the individual members share 
the results of the risk and responsibility in the same pro- 
portion as they contribute otherwise to the creation of the 
product, there is the definite personal relation between 
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enterprise and its result required by our definition. 
There exist, therefore, the same personal incentives to 
the utilization of land and capital, to the exertion of 
personal energies, and to caution and care in the selec- 
tion of risks and the assumption of responsibilities that 
actuate the members of a group composed of competitive 
individuals acting under the direction of a single entre- 
preneur. The internal as well as the external relations 
of a co-operative group are wholly economic, and not 
social, unless of course, as is apt to be the case in such as- 
sociations, a certain proportion of the unpredetermined 
residue, or of the gross product, is not divided directly 
among the members of the group, but is devoted to social 
purposes. 

The combination of egoistic human activities for definite 
personal ends involves, therefore, a certain method of com- 
bination as the only one possible for such activities; 
namely, that some individual, or group of individuals, 
theoretically and practically distinguishable, must assume 
the responsibility of the enterprise,and the direction of 
the undertaking inseparable from the responsibility, and 
that by so doing the risk-takers necessarily acquire the 
exclusive ownership of the product, and reward those who 
contribute the use of land, the use of capital, and personal 
exertion, not with any share of the product itself, but with 
stipulated amounts of purchasing power, bearing, however, 
a definite relation in each case to each participant’s con- 
tribution to the result. 

It is only when we view the matter abstractly that land- 
lords, capitalists, and laborers can be said to share in the 
product. The creation of the product involves the creation 
of an equivalent amount of purchasing power; and it is 
this newly created purchasing power, and not the product 
itself, which is divided among the productive factors. 
A distinguishing mark of an economic action is that its 
governing purpose is not the creation of utility, but the 
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creation of command over utilities, or purchasing power. 
And the point to be here observed is that purchasing 
power, being an inseparable attendant upon ownership, 
cannot be evolved in any other way than through the 
utilization of land, capital, or labor, or of two or more of 
them combined, by enterprise. Or, in other words, the 
“ indirect method of production ”— that is, the satisfaction 
of wants through exchange—is necessarily coincident 
with the combination of human activities for definite per- 
sonal ends. Each expression exactly connotes the other.* 

Instead of founding the primary classification of egois- 
tic activities upon the distinction between individual and 
combined action, we can found it upon direct and indirect. 
methods, the direct method being, of course, that in which 
the special thing desired is produced either immediately or 
ultimately by the aid of tools, the indirect method being 
that whereby the desired object is obtained by making 
something not desired for itself, but capable of being 
exchanged for the desired object. This classification re- 
sults, however, in exactly the same arrangement as that 
founded upon combination, the only difference being that 

*It may be objected here that the combination between buyer and seller 
differs in character from the combination between the enterpriser and his em- 
ployees, but a careful analysis will make it plain that it does not differ in the 
essential point which serves as the basis of our definition of economic activi- 
ties. The individual producing anything by his unaided efforts manifestly 
performs, at least, two creative functions, whether he intends the product for 
his own consumption or for exchange,— the functions, namely, of labor and 
enterprise ; and in both instances the personal purpose, though quite different 
in character, is equally definite. What makes the former purpose individual- 
istic and the latter economic is that the personal purpose in the latter case 
alone leads to a combination of persons. Moreover, there is a similar differen- 
tiation of profit and enterprise. The isolated producer of an exchangeable 
product being a single individual, the profit cannot accrue to a person or group 
of persons distant from the other joint producers. But what amounts to the 
same thing in this connection the single producer for exchange is forced to 
consider the results of his two functions separately. That is, he always com- 
pares the probable results of his unaided efforts with what he could obtain for 
his labor by hiring himself to another. Manifestly, there is no theoretic differ- 


ence that need concern us here between the employer employing himself alone 
and the one employing himself and others. 
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in the latter case individual actions form a class by them- 
selves, while social and economic actions are sub-groups 
of the complementary class of combined actions: whereas, 
in the former case, economic actions form a class by 
themselves of indirect activities, while individual and 
social actions are sub-groups of the complementary class 
of direct actions. Which method is logically preferable 
does not affect our argument, for both classifications in- 
volve the same arrangement; and the definition of Eco- 
nomics here given recognizes both, the idea of indirectness 
being involved in the term “ purchasing power.” 

We have now arrived by analysis, and through the ap- 
plication of the principles of classification, at the following 
positive definition of the Science of Economics, which can- 
not, therefore, be successfully assailed except by the detec- 
tion of some error in the application of the process by 
which it has been obtained : — 

“ Heonomics is the study of the interrelations of that 
group of egoistic human activities which are called into 
combined action by the expectation of a definite personal 
share of the purchasing power resulting from their joint 
activity ; and of their outer relations or how these activi- 
ties and their results are affected by the physical, ethical, 
and social environment, and by changes in the environ- 
ment,” 

As the purchasing power obtained in a given time by 
any individual is what is meant when his income is spoken 
of, perhaps the best terse definition of the science is that 
“ Economics is the science of Industrial Income.” 

To guard against possible misunderstanding, I would 
say that by definite I mean only prearranged, and do not 
mean predetermined in amount. The shares of three 
productive factors are indeed so predetermined: that of 
the entrepreneur is not, but it is none the less prearranged 
and defined, in that he is to get whatever is left over 
after the predetermined claims of the others are satisfied. 
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The word “ industrial” I put before income, to exclude 
the incomes of the thief, gambler, and speculator, the 
purchasing power obtained by these classes not being a 
new creation of purchasing power arising from combined 
activities, but only an appropriation of purchasing power 
previously created, differing from the income of the mo- 
nopolist in that the latter is an appropriation of an undue 
(in the sense of “greater than would accrue under free 
competition”) but still definite and prearranged share 
of a newly created purchasing power, to the creation of 
which the monopolist has contributed. 

This definition of Economics was hardly possible so long 
as the true function of the enterpriser and its relation 
to the three subsidiary productive forces was unrecog- 
nized. Of course, the position of the entrepreneur as the 
director and governing force of industry has not been 
wholly ignored by economists, but they hardly seem to 
have attached much importance to it; and, if the Risk 
Theory of Profit is correct, they have hitherto failed to 
understand clearly in what his peculiar function consisted. 
Under such circumstances the method by which the above 
definition of Economics is obtained — namely, through the 
application of the principles of classification — would 
have necessarily proved inefficient, even if the attempt to 
utilize it had been made. . . . Manifestly, the distinction 
between economic and social combination could only be 
dimly appreciated so long as an all-important special pecu- 
liarity of the former — namely, the differentiation of en- 
terprise — was ignored. 


President Walker once remarked to the writer that 
‘*there was only one permissible use of an economic term, 
and that was the right one”; but he was unable to ex- 
plain how the right use could be ascertained. His re- 
mark put me in search of some such principle, until, fi- 
nally, I satisfied myself that this test can be afforded by a 
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rigid adherence to the principles of classification when- 
ever we are able to start with a clearly defined general 
class,— such a group, for instance, as human activities. 
That economists have not more frequently availed them- 
selves of these and other principles of classification not 
mentioned here is due, of course, to the fact that, so long 
as no indisputable definition of the science had been form- 
ulated, they were necessarily without any such clearly de- 
fined general class to the subdivision of which these prin- 
ciples could be applied. 

The first requisite of valid classification, though it is 
one seldom recognized, is a clear demarcation of the group 
‘to be arranged in classes. For the purpose in hand this 
‘group is evidently that of the egoistic human activities. 
Indisputable though this appears when stated, several cir- 
“cumstances have stood in the way of its being clearly ap- 
sprehended. In the first place, so far at least as I am 
‘aware, no one has anticipated me in claiming that the 
only method of arriving at precise definitions of scientific 
terms, demonstrably correct, and therefore positive, is 
through the utilization of this and the other principles of 
‘classification. Indeed, I have not been able to find any 
treatise specially devoted to these principles, as applicable 
‘to the moral sciences, though very likely such treatises 
exist. 

Of course, all definition involves classification ; and to 
make a distinction is really nothing but the division of 
one sub-group from other sub-groups. In this sense, econ- 
omiste have freely availed themselves of classification. 
What I mean is that, while any given group can be sub- 
divided in many ways, there are principles governing the 
selection of the special way alone applicable to the ques- 
tion in hand, and that these principles of selection have 
not been adequately recognized by economists as impera- 
tively governing the use of scientific terms, though they 
have not, of course, been entirely oblivious of them. Sec- 
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ondly, economists have fallen into the habit of speak- 
ing of land, capital, and labor (in the sense of labor force), 
as the productive factors, fundamental to the science: 
whereas these are not human activities, or, indeed, ac- 
tivities of any sort. It is the use of land, the use of 
capital, and the employment of labor that are the real 
productive forces. This use of terms could hardly have 
misled if enterprise had been recognized as a productive 
factor. Land, capital, and physical power are concrete 
material things: whereas it is not any material thing, but 
the human mind, which is enterprising. 

The second requisite for valid classification is that each 
sub-group should be demarcated from the others, not by 
means of general differences and resemblances between 
individuals, but by the one point of difference or resem- 
blance that is the most germane and radical to be found, 
and is, therefore, the fundamental one. Cuvier applied 
this principle to biology when he subdivided the animal 
kingdom into groups demarcated from each other by 
peculiarities of their bony framework and internal organs. 
Why are differences founded on these peculiarities fun- 
damental to biology? Simply because observation has 
shown us that they vary less rapidly than other peculiari- 
ties of animals, and therefore mark the evolution of species, 
and contain the history of the development of life from its 
simplest to its most complex forms, which is the most 
important problem of biology. In South America a species 
of moth so closely resembles a species of butterfly as to be 
almost indistinguishable from it, and the two would be 
classed together by any one following the method of 
classifying from general differences and resemblances. 
Such a classification is possibly justifiable for certain sub- 
sidiary purposes, just as it would be to classify animals by 
their color,—all white animals together and all red ones 
together, though it would be absurd to make this the 
fundamental distinction in biology. But the difference in 
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absurdity is only one of degree when the distinction used 
to divide any one group from another is not the single one 
most germane and fundamental to the subject under 
investigation. 

Now I fear economists are frequently open to the charge 
of disregarding this essential principle. For instance, 
some of our ablest economists identify land with capital 
because the value of land can be capitalized, or because 
more capital has been expended upon land in drainage, 
fences, and other improvements that affect its productive 
power than the present value of the land amounts to. 
But does not the distinction between land and capital, 
which is really fundamental to the science, arise from the 
nature of the incomes derived from them rather than from 
how land and capital originated? This is necessarily so 
because the character of the motives leading to the utili- 
zation of land and capital and to their appropriation or 
accumulation varies with the nature of the income ex- 
pected. The real distinction between land rents and the 
monopolistic accretions to other forms of income which 
economists are fond of speaking of as rents is this: that 
the latter are accretions to other forms of income due to 
special opportunities, and are more or less subjected by 
this circumstance to the tendencies affecting interest, 
wages, or profits, while the income from land is not an 
accretion, but wholly due to special advantages, and con- 
sequently is not directly affected by such tendencies. If 
the income from capital invested in draining a farm is 
thereafter governed by the laws and tendencies affect- 
ing other rentals and ceases to be under the influences 
affecting interest, is it not more scientific to regard the 
capital as converted into land and thus preserve the 
distinction between land and capital? Likewise with 
capital expended for an education. Has it not become 
labor force? It must be so regarded if we are to consider 
the wages of the skilled laborer as still wages, and not 
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partly interest. Slavery furnishes an instance of the 
transmutation of labor force into capital. 

Many similar instances of the disregard of this prin- 
ciple of classification could be cited. What especially 
interests us here is to inquire how it happens that it has 
been so disregarded. It seems due to the fact that no 
proper recognition of the really fundamental distinctions 
was possible until the position and function of the enter- 
priser was accurately comprehended. All variations in 
human actions are due to variations in motives, There- 
fore, the most fundamental fact of human actions is the 
motive which prompts them. And the motive which is 
essential to all individual action, and to all combined 
action, both social and economic, is profit; that is, the ex- 
pectation of acquiring an unpredetermined residue. What 
led to the first exchange of fish for game? The fisher had 
an approximate idea how much game he could secure by 
hunting, and the hunter how many fish he could get by 
fishing. Each, evidently, produced more of his own com- 
modity than he had any use for, because he hoped he 
could get more of the other’s commodity by exchanging 
with him than he could produce himself. How much 
more he could not tell. That would depend upon his 
finding a purchaser and upon the bargain he made. The 
difference between what he could obtain directly, and 
what indirectly through exchange, was an unpredeter- 
mined residue, the absolutely essential condition to ac- 
quiring which was that he should assume the risks 
attendant upon ownership. 

The same is true of more complex combinations. They 
will not be formed under any other incentive than that of 
the expectation of an unpredetermined residue, the differ- 
ence between social and economic combinations being 
simply that in the one case the unpredetermined residue 
accrues to the group as a whole, and in the other to that 
one, or more, of each group who assumes the responsibil- 
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ity of the undertaking. The use of land, the use of capi- 
tal, and the exertion of labor can only be combined under 
the incentive of enterprise. They are passive or static. 
Enterprise is the only active and dynamic force, and, 
strictly speaking, the only productive force, the others 
being merely agents or tools. Naturally, before it was 
perceived that a fundamentally distinct form of income 
arose from responsibility, and the assumption of the risks 
attendant upon ownership was ignored as an economic 
factor, it was impossible to properly apply the second 
requisite of valid classification to economic problems. 

The individual, in selecting one course of action in 
preference to another, is determined in his choice by the 
excess of expected benefit, which excess is always an un- 
predetermined and uncertain residue, and, therefore, of 
the nature of profit. Society is likewise determined by 
the difference between the cost of, and the benefit ex- 
pected from, a proposed social result ; and this difference 
is also an unpredetermined and uncertain residue. But 
in individual activity the risk or uncertainty incurred is 
always attendant upon, and inseparable from, all the other 
activities exercised by the individual. And in social ac- 
tivity the risk, or uncertainty, is assumed by the group as 
a whole; and the share of the unpredetermined residue 
which will finally fall to any given member of the group 
is indefinite. Whereas, in economic activity, the unpre- 
determined residue, without which as an inducement 
activities cannot be combined for the creation of “ weal,” 

- accrues wholly to one class of producers. The vital dis- 
tinction, therefore, between economic and other activities 
is that in the former alone the exercise of the function of 
enterprise is differentiated from the exercise of the other 
“weal” productive functions, and thus becomes the con- 
trolling factor. From which it necessarily follows that 
the fundamental economic distinctions between the three 
subsidiary factors of production must refer to their rela- 


























































A POSITIVE THEORY OF ECONOMICS 247 


tion to enterprise, and not to their origin. In other 
words, that is land for the use of which the enterpriser 
pays or foregoes rent, that capital for the use of which the 
enterpriser pays or foregoes interest, and that labor for the 
exercise of which the enterpriser pays or foregoes wages. 

Manifestly, therefore, ignoring the existence and pecu- 
liar characteristics of enterprise as a distinct productive 
factor involved not only the ignoring of the fundamental 
distinction between economic and other forms of “ weal” 
productive activities, but involved also the failure to fully 
understand and differentiate the three subsidiary pro- 
ductive factors. 

Another very important difference between economic 
and other activities arises from the function of enterprise 
being differentiated in the former. In individual and 
social activity the main — indeed, the only — object is to 
obtain as great a difference as possible between pain cost 
and the “ weal” created: whereas economic activity, being 
controlled and directed by the enterpriser, will be regu- 
lated by differences between entrepreneur cost and selling 
price; and although there is a tendency, due to the com- 
petition of entrepreneurs among themselves, for entre- 
preneur cost to conform to pain cost, it is manifest that 
the greatest good obtainable by entrepreneurs will never 
be exactly coincident with “the greatest good of the 
greatest number” theoretically obtainable from a given 
gross product. Any loss to the subsidiary factors on this 
score is, however, more than made up to them from the 
increase of product necessarily resulting from the better 
organization of the productive forces under the lead of 
enterprise. 

The third requisite of valid scientific classification is 
that the various sub-classes into which any given group is 
divided shall each be distinguished by a peculiarity of the 
same kind. If I may be allowed to illustrate by the con- 
troversy over the Risk Theory of Profit, it should not 
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have required demonstration, if this principle of classifica- 
tion is correct, that the reward for the assumption of 
risk, when the assumption of risk is once recognized as a 
separate industrial function, could not accrue to any of 
the other productive factors, so long as they were distin- 
guished from each other by the character of their func- 
tions. So long, that is, as rent, interest, and wages act as 
the incentive to the use of land, the use of capital, and the 
exertion of labor, it should have been axiomatic that the 
reward of risk, inclusive of risk-taker’s rent, must serve as 
the incentive to some industrial factor other than land, 
capital, and labor, and could not accrue to the co-ordi- 
nator, who is only a laborer, or to the capitalist. 

A fourth principle of classification is that the subdivi- 
sions of a genera shall not overlap, or, in other words, 
that no individual shall belong equally to two or more of 
the subdivisions. It is not meant by this that we should 
always be able to determine positively the sub-group to 
which any given individual should be assigned. Our 
knowledge of the individual may be insufficient especially 
in a classification of actions in accordance with the mo- 
tives which cause them, as cases constantly arise in which 
the motive is a complex one. Nor is it intended that 
compound individuals may not be assigned to two or more 
groups according to the point of view from which they 
are regarded. Thus the activity of judges, soldiers, and 
policemen, is social, so far as society’s action in hiring 
them is concerned. Society’s motive in employing them 
is the common good; and the actual product of their 
labors is an element of social, not of economic “ weal.” 
On the other hand, the actions of this class, viewed from 
the standpoint of their own motives, is economic. Their 
incentive is the salary, wages, or fees society pays them; 
and their labor is productive to themselves of an income 
of wages, composed of purchasing power, which is an 
economic quantity. We have, in this case of combined 
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human activity, only an instance where one party to the 
combination is actuated by social and the other by eco- 
nomic motives; and the activity itself is social or economic, 
according to the standpoint from which we regard it. But 
there is no “overlapping of sub-groups,” nor any necessary 
confusion of thought, because, when the point of view is 
once selected, there is absolutely no doubt as to the class 
to which the activity in question belongs. 

A fifth principle of classification is that the distinguish- 
ing peculiarity utilized should be dynamic, and not merely 
incidental. Thus the definition of Economics as the 
Science of Exchange, when the exchange between per- 
sons is intended by the term, gives practically the same 
scope as the definition here advocated, because, as has 
been shown elsewhere, exchange is not only a necessary 
part of the only process by means of which activities can 
be combined for personal purposes, but is incidental to no 
other process. But the definition of Economics as the 
Science of Exchange was rightly abandoned and neg- 
lected, because it teaches us nothing of causes. Ex- 
change is a means, not an end or purpose; and the expla- 
nation of volitional activities must be sought in the 
motives which cause them, and not in the mere means 
adopted to accomplish purposes. 

Here it may be well to anticipate a possible objection to 
the distinction I have made between individual and eco- 
nomic actions, in that many actions that are certainly un- 
combined and individualistic are governed by economic 
considerations, and must therefore be regarded as eco- 
nomic. Thus a man’s electing to shave himself may be 
wholly due to motives of economy. Again, when a man 
ceases to rent his house, either buying the house he was 
living in or building another, there would seem to be no 
valid reason why the shelter enjoyed, when afforded by 
his own house, should cease to be regarded as an economic 
quantity,— converted, that is, from an element of “eco- 
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nomic weal” into an element of “individualistic weal.” 
The reply to the objection involved in the first instance is 
that actions to become economic must be not merely af- 
fected by economic considerations, but controlled by them. 
In the many instances in which a given benefit may be 
secured either by industrial, social, or economic effort, or 
by either one of two of these methods, the choice of the 
individual will be determined by .a comparison of the 
pain cost of the different methods open to him; and to 
that extent considerations of the one method may be said 
to affect the others. Thus any one who finds it easier to 
shave himself than to earn fifteen cents will keep away 
from the barber shop. But his shaving himself is not an 
economic act, although it is done from motives of econ- 
omy. In the latter and broad sense of the term, the word 
denotes simply a saving of effort, or of pain cost, which is 
the controlling motive of every conceivable human action. 
If the Science of Economics is to retain the word in the 
broad sense, it can do so only by becoming the science of 
all human activity; and it must lead to our refusing to 
distinguish economic motives and actions from individual- 
istic and social motives and actions. In which case we 
should simply be forced to invent another name for what 
are now considered economic motives and actions, which 
we would be obliged to distinguish from “ individualistic 
economic” and “social economic ” motives and actions by 
the differentiating principle I have employed to separate 
economic from other activities. There certainly seems to 
be no intermediate sense in which the term can be used. 
The case of the house-owner is especially instructive in 
this connection. The shelter afforded by his dwelling 
remains an economic quantity, and a part of his income of 
purchasing power, to just the same extent as his invest- 
ment in the house remains an economic quantity, and no 
more. The usual sequence to buying a house is improving 
it. So long as additions to the investment increase the 
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renting power and selling price of the house, they remain 
economic quantities. But, when they are made to gratify 
special whims of the owner or to supply conveniences 
others are not likely to care for and will not pay for, they 
cease to be economic quantities. Thus, when a rich man 
pays the market price, say $25,000, for a country place, 
he could rent it so as to receive the usual return on such 
an investment, or get his money back by reselling. His 
choosing to consume the service himself does not lessen the 
economic character of the rental, which should be consid- 
ered part of his income. But, if he expends an additional 
$25,000 in improvements of such a character that he can 
neither rent the place nor sell it for more than was obtain- 
able before, this additional expenditure has ceased to be 
an economic quantity. Nevertheless, as long as he enjoys 
the use of the place, it is twice as “ weal’’-productive as 
before, though only half the service rendered is an eco- 
nomic quantity, the other half being an element of individu- 
alistic weal, and not a part of his income in the economic 
sense of that term. Now what makes the distinction 
between the two halves of the “ weal” created? It is the 
retention of purchasing power. And purchasing power 
connotes combined action. In other words, the house and 
the service it renders remain economic quantities to 
exactly the extent in which combined activity for definite 

personal ends remains possible. 

When the Social Organism — that is, the State — enters 
the market to buy or sell, the intrusion of purchasing power 
marks also the intrusion of economic motive and economic 
activity. We have already seen that the individual, when 
he sells something entirely produced by his unaided indi- 
vidual efforts, thereby satisfies his own wants by combin- 
ing his activity with that of the purchaser of his product, 
and also that a group of individuals like the Oneida Com- 
munity, whose internal relations are social and non-eco- 
nomic, becomes economic in its dealings with the outside 

















252 QUARTERLY JOURNAL OF ECONOMICS 


world. So, when the larger and all-inclusive group known 
as “the State” enters the market as a competitor either 
in buying or selling, even when its competitors are its own 
citizens, it becomes an economic individual or person, and 
attains its object, as other economic individuals do, by the 
indirect process of exchange, which connotes combination 
with other individuals for definite personal ends. 


To illustrate the positive method here advocated, it 
may be interesting to note the connection of taxation 
with the Science of Economics. The payment of a tax 
involves the destruction of an equal amount of economic 
goods, and must therefore be considered in economics as 
an act of consumption. The consequent destruction or 
consumption of the economic quantity results, or should 
result, in the creation of a social good, of greater “ weal” 
value. In sociology, therefore, taxation must be regarded 
as productive, but in economics as unproductive. What 
the science as a science should especially concern itself with 
is how the ascertained incidence of any given tax will 
affect the rate of profit and, through its effect on profits, 
the rate of wages, interest, and rentals, the accumulation 
of capital, the use of land, the employment of labor force, 
and the spirit of enterprise. Here, for the illustrative 
purpose of showing the difference between the present 
and the positive methods of economic investigation, I can- 
not refrain from calling attention to a tendency of taxing 
buildings, now wholly overlooked, but which could not 
for a moment have escaped the positive investigator. 
Shelter is a service performed almost wholly by capital. 
A tax on shelter is a very serious deterrent to accumula- 
tion, as it necessarily narrows the field for investment, on 
the widening of which field the possibility of continued 
accumulation depends. Paying a tax on shelter, there- 
fore, costs the community not only the tax itself, but all 
the interest and profit it would have derived from the 
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additional accumulation of capital the tax has rendered 
impossible ; and it is easily conceivable that this loss to the 
community, together with the tax, may be several times 
the revenue derived by the State from taxing shelter. It 
is evident that a tax on ground rentals, or on incomes, or 
a tax on services, or on products whose value comes 
mainly from wages, would not have anything like as 
serious an effect upon the field for investment and upon 
accumulation. 


The exceedingly narrow definition of Economics at 
which we have arrived will doubtless be very distasteful to 
many economists, who will hesitate to accept it until con- 
vinced of its practical advantages. If I am correct as to 
the applicability of the principles of classification to the 
moral sciences, the acceptance of the definition would seem 
to be hardly a matter of liking or disliking, or even one of 
practical advantage, but of logical necessity. Neverthe- 
less, we instinctively distrust any proposed definition, 
which fails to afford a gain in either the extent or accuracy 
of our knowledge. It seems to the writer that the practi- 
cal advantages of the method here proposed, which he 
has ventured to call a positive method, and in accordance 
with which he obtained both his definition of the science 
and his theory of profit, can be combined under three 
heads; first, an accuracy and consensus in the use of 
economic terms, almost or quite absolute from the begin- 
ning as to fundamental conceptions and gradually in- 
creasing for subsidiary distinctions, as they are studied 
and comprehended; second, the more practical character 
of economic investigation ; and, third, a gain in positive- 
ness and a lessened dependence on hypothesis. As to the 
first head, it goes without saying that an accepted method 
of testing economic definitions and distinctions must 
rapidly bring about a consensus in the use of economic 
terms. As to the second head, it will not require any 
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labored argument to convince us that a sufficient under- 
standing of the inter and outer relations of such human 
activities as are combined for personal purposes would 
enable us to resolve any and every practical economic 
problem. And while economists have incidentally formu- 
lated many, perhaps most, of these relations, they have 
never, as I have shown elsewhere, systematically investi- 
gated them. Nor could they be so investigated for two 
reasons. For lack of a definition of the science itself it 
has not been perceived that the field of positive economic 
investigation is confined to these special relations. And, 
from misapprehension of the entrepreneur function, no 
one has appreciated that it is only from the standpoint 
of enterprise that these relations can be systematically 
grouped in orderly arrangement. 

Moreover, the group of phenomena which, according to 
the definition of Economics here submitted, constitute the 
scope of the science, are so closely related and interde- 
pendent that, to be rightly understood, they must be 
separately investigated, either as constituting the science 
itself or as a separate department of the science, as 
phenomena differentiated, as this group unquestionably 
is, from all other phenomena by the most radical distinc- 
tion discoverable, cannot, of course, be accurately com- 
prehended when their distinguishing peculiarity is not 
utilized as the basis of their investigation. 

The third advantage claimed for the method I am advo- 
cating will demand more careful attention, as economists 
generally will be loath to admit that present methods and 
results are in any way lacking in positiveness. It is es- 
sential, therefore, to examine into what constitutes the 
positiveness of a deductive science. As I understand the 
matter, a positive result is one in proved agreement with 
actually existent facts. Its agreement is with objective 
things, and is, therefore, theoretically capable of verifica- 
tion by observation and experiment, although it often 
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happens that practical verification is impossible, because 
of physical and mental limitations to observation and ex- 
periment, in which case, of course, its positiveness is un- 
verified, although the agreement may really exist. A hypo- 
thetical conclusion, on the other hand, while it may be 
just as true as a positive one, accords not with any actu- 
ally existing thing or circumstance, but only with what 
would necessarily occur under circumstances that are as- 
sumed: its agreement is with subjective, not objective 
conditions. Now, of course, when hypothetical assump- 
tions happen to accord with objective realities, the hypo- 
thetical conclusion will also accord with the positive 
result; but the conclusion does not itself become positive 
until one of two things is proven. Either the accordance 
between the hypothetical result and actual facts must be 
indubitably shown by observation and experiment, or we 
must go back to this assumed hypothesis and prove its 
accordance with the objective reality. Or,in other words, 
hypothetical results can be made positive by the verifica- 
tion of either premises or conclusions. 

The scientific value of hypothesis lies in its suggestive- 
ness. The human mind is so constituted that it cannot 
resolve any complicated mass of data without its aid. The 
hypothetical or metaphysical stage of a science is an 
absolutely necessary phase of its evolution; and the hypo- 
thetical method is so far from meriting condemnation that 
its pursuit, so aptly spoken of as “the exercise of the 
scientific imagination,” is the field in which the highest 
powers of the human intellect have been exhibited. The 
diviner and suggester of truth must always precede and 
guide the prover. Nevertheless, a real science, because it 
is a body of organized knowledge, must be wholly built up 
of proven truth; and a positive science, of truths which 
are objective. 

Now, as we have already observed, the moral sciences 
can never hope to avail themselves of the exact verifica- 
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tion which can alone establish the positiveness of their 
results. Neither observation nor experiment, nor statis- 
tics and historical inquiry, can do more than endow de- 
duced results with a varying degree of probability. It 
follows, therefore, that they can only become positive by 
establishing the objective reality of their premises. The 
deductive process itself is positive,— indeed, almost me- 
chanical and quite infallible. An Australian savage and 
John Stuart Mill would necessarily reach like conclu- 
sions in all cases in which their comprehensions of the 
premises were identical. A deductive result is, therefore, 
@ positive result whenever it has been deduced from 
positive premises, provided, of course, all the essential 
premises have been included in the process. Now how 
can premises be positively established? As we have 
already seen, a secondary premise can be established de- 
ductively, and may be just as positive as the primary 
premise from which it was deduced. But an original or 
fundamental premise must be established inductively ; that 
is, by observation. But, as man is finite, the testimony 
of observation or induction becomes less and less definite 
and certain as complexity increases. There are, however, 
some simple observed facts about which the testimony of 
observation is absolutely sure. And we must get back to 
facts of this character before we can claim positive founda- 
tions for a deductive science. To illustrate from our 
own argument the existence of human activities as a class 
by themselves is just such a positive simple fact of obser- 
vation, about the reality of which we are as assured as of 
any physical fact whatsoever. Observation again assures 
us that there are only three ways of subdividing human 
activities, and that in only one of these ways —that of 
method—do economic activities segregate themselves 
into a clearly defined group; and, again, observation 
shows us that there are four kinds, and four kinds only, 
of productive activities. Up to this point at least, I think 
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we can claim that results are positive. But each step has 
been gained with greater mental difficulty and labor, and 
only by the aid afforded by the principles of classification. 

I think it is now evident that, up to the time when the 
Risk Theory: of Profit was promulgated, not a single 
fundamental economic premise had been positively or ex- 
actly established by the old method of unsystematic 
observation. The general class of which Economics is a 
sub-class had not been ascertained. Not only had no 
generally acceptable definition of the science itself been 
promulgated, but by implication at least its subject-matter 
was supposed to include things too dissimilar to be pos- 
sibly included in the same class. The assumption that 
land, capital, labor, and co-ordination were the productive 
factors, necessarily implied that this general class in- 
cluded two kinds of physical things,— land and capital,— 
and three kinds of energy,— the physical energy and the 
mental energy involved in labor, and another kind of 
mental energy involved in co-ordination. Not only was 
the distinguishing function of the fourth factor of pro- 
duction greatly misconceived, and its dynamic nature and 
controlling and directive influence minimized, but the dis- 
tinctions between land and capital, as has been shown 
elsewhere, were not entirely apprehended ; and, while the 
fundamental distinction between wages and profit was 
insisted upon, the corresponding fundamental distinction 
between labor and entrepreneurship was denied, as the 
co-ordinator was regarded as a kind of laborer. 

On the other hand, the method here advocated seems, 
even in this very inadequate presentation of its process, to 
have positively established: first, the general class, of 
which economic phenomena are a sub-class; secondly, a 
logically indisputable definition of the science itself; 
thirdly, the existence of an entirely overlooked productive 
factor which I have called enterprise, for, as everybody 
now acknowledges that a peculiar net income arises from 
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the assumption of risk, there must be five productive 
factors if those are right who consider co-ordination to be 
one of them; and, fourthly, it promises, despite greater 
difficulty in attainment, equally positive results in the 
subsidiary classifications, distinctions, and nomenclature of 
the science as the result of further study, observation, and 
research under the guidance and regulation of the test 
supplied by the principles of classification. Surely, the 
above attainments afford some foundation for the claim of 
greater positiveness that I have made. Now what is the 
difference between the old and the new method? Is it 
not this? The new method verifies its premises,— a thing 
we have shown can be accomplished and has been accom- 
plished, so far, at least, as fundamentals are concerned. 
The old method makes no attempt at positive verification 
of premises; and, though it has furnished us with a vast 
and valuable amount of extremely probable truth, it cannot 
have established anything with absolute certainty, because 
verification is lacking at both ends of its logical chain. 

This is another respect in which the old method is less 
positive than the new. However soundly established 
premises may be, deductions founded upon them will not 
give us positive results so long as any essential premise is 
omitted. The definition of the science itself and of the 
fourth productive factor are necessarily implied premises 
of every economic deduction ; and it was, therefore, mani- 
festly impossible for the old method to yield any positive 
results until it had defined the science itself and resolved 
the nature of profit, both of which it has failed to do. 

Of course, the same difficulty of being sure that essen- 
tial premises are not ignored will confront us throughout 
all our subsidiary economic deductions, and will even 
become intensified as we advance further and further 
from our original premises, however positively established 
the latter may be. Though the new method, even in this 
respect, is less liable to error than the old, because the 
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application of the principle of classification cannot but 
tend to the discovery of omitted and suppressed premises, 
we cannot always claim an absolute positiveness for the 
results obtained by it, but only a relative positiveness as 
compared with those of the method hitherto pursued. 
Any lack of absolute positiveness is, however, not due 
to the method itself, but to limitations to our ability to 
apply it. 

The question naturally arises as to how much a nar- 
rowing down of the Science of Economics, as is here 
indicated, will affect the present body of economic doc- 
trine. It is evident in the first place that, besides the 
hypothetical conclusions, a great deal that now passes for 
Economics is not economic at all, but belongs to the 
wider sphere of a science concerning itself with all human 
activities,— the science, that is, of human motives. For 
instance, a balancing of considerations or an act of valu- 
ing is the necessary precursor of every possible action, 
whether that action be individual, social, or economic. 
Even the term “exchange value” is not peculiar to 
Economics, unless the exchange contemplated is only that 
between different individuals, or, rather, when purchasing 
power alone is regarded. The mere foregoing of one 
thing or purpose for another thing or purpose is as com- 
mon in individual and social as in economic actions. The 
general laws applicable to all human activities are, of course, 
necessary data for the study of the peculiar class of activi- 
ties known as economic ; but regarding these general laws 
as peculiarly economic leads to the obliteration of the dis- 
tinctions between economic and other activities. Econo- 
mists require a knowledge of these more general laws; and, 
if others have not established them, economists must in- 
vestigate them for themselves; but it is a matter of im- 
perative scientific importance that they should regard 
them as data of Economics, and not as pertaining exclu- 
sively to the narrower sphere of their special science. To 
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point out the instances where economists have wandered 
beyond the true confines of the science, on the one hand, 
into the sphere of individual activities, and, on the other, 
into the sphere of social activities, and the supposedly 
economic theories that are vitiated by the intrusion of a 
metaphysical element, would involve an extended analysis 
of economic literature impossible here. I will call atten- 
tion for illustrative purposes to the mooted question 
whether Economics is a department of Sociology. The 
answer depends, of course, on the meaning we attach to 
Sociology. If we consider it as the Science of Combined 
Actions, Economics, as here defined, is a branch of it. 
For the other branch, by the way, no name has yet been 
invented or supposed to be necessary. On the other 
hand, in the broader scope of this science towards which 
economists are drifting, Sociology must be considered as a 
branch of Economics. If, on the other hand, we consider 
Sociology as the study of actions with a social purpose, it 
is entirely distinct from, and exclusive of, Economics as 
here defined, although, as has been already pointed out, 
there is a class of combined actions entered into by some 
of the combinants from economic and by others from 
social motives. This latter content is, of course, what 
is generally intended in the use of the term, and it would 
appear that any one suggesting that Economics is a branch 
of Sociology cannot have any clear idea of either of these 
sciences; and the suspicion arises that many sociologists 
have used the term “Sociology ” in both senses, without 
being aware of the difference. This ambiguity is, however, 
only the natural result of the lack of a satisfactory 
definition of the science itself, which Sociology suffers 
from even more than Economics, and for the supply of 
which, by the way, the same analysis can be utilized 
which has afforded us our definition of Economics. 

Again, the time-honored and classical division of eco- 
nomic tendencies into laws of production, laws of distri- 
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bution, and laws of consumption, is shown to be mean- 
ingless. Consumption is an individualistic act, and not 
an economic act in any possible sense. There can be, 
therefore, no economic laws of consumption. That is not 
to say, however, that economists must ignore consumption ; 
for facts of consumption are undoubted economic data. 
What is here affirmed is only that Economics is confined 
to productive human activities, and has nothing as a 
science to do with consumption, except as the character 
and methods of consumption react upon the power to 
produce. Neither has Economics anything to do with the 
means of production; for that would make the science 
inclusive of technology, biology, chemistry, and numerous 
other sciences. It only regards the effect of the distribu- 
tion of the product upon production. Economic laws of 
production are identical with economic laws of distribu- 
tion, the only distinction being in the point of view from 
which they are regarded. Or, in other words, the field of 
the science, so far as interrelations are concerned, is the 
effect upon production of its prearranged distribution as 
personal income, simply because the science is a study of 
methods. Several economists, notably Professor Clark, 
have noticed this relation of production and distribution ; 
but I am not aware of any one’s having called attention 
to consumption being necessarily non-economic. 

It seems that of late years there has been a marked 
tendency among economists to widen the field of economic 
research and discussion until at present they seem to be 
rapidly converting the science into the study of all human 
activity and motive. This development is in the inverse 
direction to that of the natural sciences, in which there 
has existed as marked a tendency in each towards the 
subdivision of fields of inquiry,—a subdivision that has 
invariably been the precursor and accompaniment of more 
exact knowledge, not only in subsidiary fields, but in the 
broader field that has been subdivided. 
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Coincidently with this tendency to stray beyond the 
proper confines of the science and in unconscious recogni- 
tion of it, economists have exhibited of late two tendencies 
in the opposite direction, from which, however, I fear no 
valuable results can be anticipated as long as the first 
tendency is adhered to. Due to an intuitive perception 
that their researches were not leading to the positive and 
practical results that would enable the science to speak 
with authority as to every-day affairs, they have endeav- 
ored to attain such positive and practical results in two 
ways ; namely, by the historical or empirical method, and 
by the application of statistics. 

It is needless to point out that the historical method, of 
which at one time many entertained hopes, has failed to 
yield us much positive and practical knowledge. The 
subject is too complicated, and economic facts too hetero- 
geneous, for the discovery by this method of any but the 
most initial and self-evident data; and these had been 
collected by observation and duly formulated, with the 
exception of enterprise and profit, long before the advo- 
cates of the historical method appeared on the scene. 

As to the application of statistics, the same remarks are 
true, so far as it is included in the historical method. And 
as to the other and only really practical use of statistics, 
' that for verification and quantitative determination, there 
is ground for fearing that statistical investigation is at 
present responsible for more misconceptions than truth. 
This is not the fault of statisticians. They can only work 
with the tools economists place in their hands, and hypo- 
thetical and incomplete conclusions are alike useless for 
their purposes. It is evident that statisticians cannot 
investigate the quantitative relations of tendencies until 
they understand all the tendencies to be measured and 
until it is positively established just how these tendencies 
are related to each other. The ignoring of any tendency 
having a bearing on the result sought vitiates the inves- 
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tigation, so that the real resultant of existing tendencies 
may be the exact opposite of that the figures seem to 
show; and in all such cases serious inaccuracies must arise. 

Of course, the accumulation of a knowledge of economic 
tendencies that will enable statisticians to attain reliable 
and authoritative results will be a Herculean labor for in- 
vestigators by the positive method. A good deal, of course, 
—and I would not seem to underrate it,—has already 
been accomplished under the old method, and all this 
narrower but more positive method will have to do will be 
to verify and supplement these conclusions and place them 
in their proper relations; but these previously determined 
conclusions will all, or nearly all, require certain modifica- 
tions due to the controlling position of enterprise having 
been disregarded. They have been mainly arrived at by 
attributing a direct influence to one subsidiary productive 
factor, or its incentive, upon another subsidiary factor, or 
its incentive: whereas any such influence is necessarily 
exerted indirectly through the effect produced upon profit 
and enterprise. A rise in wages, for instance, has no 
direct effect upon either interest or rent or upon the 
accumulation of capital or the appropriation of land. Its 
whole effect is first expended upon profits; and it is the 
consequent change in profits stimulating or depressing 
enterprise which finally modifies interest, rent, accumula- 
tion, appropriation, and the employment of labor. 

The application of the positive method here advocated, 
founded upon an exact definition of the field of the science 
and a recognition of all the fundamental productive factors, 
and the rigid application of the principles of classification 
to all subdivisions of the subject, together with the rejec- 
tion of all hypothetical assumptions, must result in the or- 
ganization of economic principles, which can alone entitle 
Economics to be recognized as a true science. This or- 
derly arrangement will disclose great gaps in our knowl- 
edge, which have been unnoticed while the subject was 
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studied by means of deduction from imperfect original 
premises. Who, for instance, has studied the forces govern- 
ing the accumulation of capital? Surely, there are laws of 
accumulation; but I am not cognizant of any systematic 
and comprehensive attempt to discover and formulate 
them; and I venture the prediction that, when they are 
formulated, accumulations will be found to arise from the 
proceeds of labor that would otherwise have been unem- 
ployed, or in other words, that the amount of a nation’s 
capital depends almost wholly upon the opportunity for 
profitable investment. Who understands the relations 
between interest and profits? Who has satisfactorily ex- 
plained the variations in the amount of employment? 
Who has given any attention to the fact and its effects, 
that some industries have two or three times the “per 
capita” productivity of others in which the rates of inter- 
est and profits are the same? Many economists actually 
use “ productive ” and “ profitable ” as synonymous terms. 
Who has noticed the circumstance that, when in any given 
community the rate of money wages is the highest, the 
rate of real wages is necessarily at the lowest? Or that, 
when the rate of real wages is the lowest, the aggregate 
of real wages is the greatest? And how do these facts — 
for they are facts—affect interest, rents, and profits? 
One could go on indefinitely asking questions similar to 
these, to which the only reply could be that it does not 
seem to have occurred to anybody to investigate these par- 
ticular problems. And a very casual inspection will dis- 
close to us that a great many interrelations of the produc- 
tive factors, and their incentives, have not yet been 
systematically investigated. The point I wish to make is 
that under the Positive Theory of Economics here advo- 
cated these, and others like them, are the very problems 
that will suggest themselves; and they contain in their 
womb the answers to the questions the world has been 
vainly asking of Economics since the foundation of the 


science. 
FREDERICK B. HAWLEY. 

















THE RISE AND SUPREMACY OF THE STANDARD 
OIL COMPANY.* 


THE rise and progress of the Standard Oil Company, from 
its inception in 1865 till its control, in 1878, of 95 per cent. 
of the oil business of the United States, has presented itself 
to different critics in somewhat different characters; certain 
conservative writers think it was largely the result of dis- 
criminations in freight rates, extorted by more or less ques- 
tionable practices from the easy virtue of the railroads. But 
just why the railroads found it expedient to grant such un- 
usual favors, and why this particular group of men, above 
all others, proved best able to extort such favors, no one 
has satisfactorily explained. Corruption of the railway of- 
ficials has been vaguely suggested; but it has not been shown 
whence this group of men had the means to suborn the 
railways, and no writer has been able to point to a piece of 
precise evidence, found by any court or investigating com- 
mittee in the United States, which proved such subordination 
of railway officials, though it is not inconceivable that some 
evidence may exist. Congressional and legislative committees, 
on the other hand, and the more cautious writers on Trusts, 
have been equally put to it to find in those acts of the rail- 
ways which eventually made the Standard Oil Company 
supreme any self-interested motives. The fact of the dis- 
crimination in freight rates seems to account for the supremacy 
of the Standard Oil Company. But why those refiners identi- 
fied with the Standard Oil Company, instead of some other 
group of refiners, should persistently have obtained the best 
rates, has been, to these investigators, a baffling mystery. 

The secret of this strange success with the railways is not, 
however, completely insoluble. If the episodes in the progress 
of the Standard Oil Company from 1865 till 1877 be care- 
fully studied, the motives of every act, both of the company 


*This paper won a Bowdoin Prize in Harvard University during the year 
1900-01. 
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and of the railways, will certainly be revealed. The materi- 
als for this study are not lacking. A vast amount of evidence 
showing the ability of the Standard Oil Company to turn 
these possibilities to advantage has been gathered by vari- 
ous commissions and investigating committees, With such 
sources of information as these available, an intelligible nar- 
rative may readily be put together. Not only may each act of 
the company and of the railways be authenticated, but also, 
at each step in the progress, the increasing efficiency and im- 
portance of the company may be estimated, and the momen- 
tary opportunities of railway and industrial conditions may be 
gauged. And so in what seems at first sight an unaccount- 
able and suspiciously rapid growth may be discerned signs of 
inevitable development,— the operation of motives which are, 
at any rate, explicable. 


I. 
1865-70. 


In 1865, when Mr. John D. Rockefeller began in a small 
way to refine petroleum at Cleveland, Ohio, the oil industry 
was in a singularly inchoate state. With the success of 
Drake’s oil well at Titusville, Pennsylvania, in 1859, refiners 
had been released from the necessity of distilling coal into 
petroleum before refining petroleum into kerosene; and at 
the same time the sources of petroleum were shown to be 
enormously greater than they had ever before been guessed. 
This discovery stimulated consumers to increased use of lubri- 
cants and burning oils and in this way rapidly increased the 
demand in the arts for the refined product. In even greater 
measure it encouraged the production of crude petroleum. 
Within a year after Drake’s success, wells had been sunk all 
around Oil City and along the Allegheny River. In 1864 had 
occurred the Cherry “run,” followed by the Benninghoff and 
the Pioneer “runs,” and the sensational exploitation of Pit- 
hole Creek. While Mr. Rockefeller was erecting his little 
refinery, Pithole City —now a field sown with wheat — had 
@ post-office nearly as large as that of Philadelphia. From 
Manitoulin Island to Alabama and from Missouri to Central 
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New York, wells had been bored for oil. So rapid had been 
the increased demand for the products of petroleum, and so 
unexpected had been the increase of supply, that in 1865 
existing refineries proved quite inadequate to the business 
suddenly thrust upon them. 

The difficulties besetting refiners in 1865 were chiefly such 
as could be cured by an increase of capital. In 1861 the best 
wells had been thirty miles from the railroads. Because of 
the lack of barrels and the difficulty of transportation, pe- 
troleum had fallen from $20 a barrel to almost nothing. By 
1863 boats had begun transporting petroleum down Oil Creek, 
and small pipe-lines and branch railway lines had been built. 
In 1866 a more efficient cylinder refining-still was invented, 
casing and torpedoes were coming to be used in drilling, the 
tank-car began to replace the clumsy flat-car with its wooden 
tubs, and pipe-lines regularly transported petroleum from the 
wells to the railroads. To secure these economies in refining, 
small concerns must either increase their capital to about 
$500,000 or else combine into this larger and more efficient 
unit of production. Mr. Rockefeller was among the first to 
see the exigency; and in 1867 he united into the firm of 
Rockefeller, Andrews & Flagler the refineries of William 
Rockefeller & Co., Rockefeller & Andrews, Rockefeller 
& Cv., 8S. V. Harkness, and H. M. Flagler. The reasons 
for this union, as he afterwards stated them, must even 
then have been evident: “The cause leading to the com- 
bination was the desire to unite our skill and capital, in order 
to carry on a business of some magnitude and importance 
in place of the small business that each had separately here- 
tofore carried on.” * 

With the reorganization of the firm of Rockefeller, Andrews 
& Flagler, in 1870, into the Standard Oil Company of Ohio, 
with capital stock of $1,000,000, the first period of the oil 
industry may be said to close. No company had sought, or, 
indeed, has since sought, to control the oil fields. So far as 
may be known, no refiner had yet organized the pipe-lines to 
his exclusive advantage or exacted of {the railroads better 
freight rates than were granted to his competitor. The trans- 


* Report of the Industrial Commission, 1900, p. 799. 
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portation of oil by rail and by pipe-line was left to indepen- 
dent companies, and it was only by the competition and by the 
improvements of such companies that the cost of the trans- 
portation had been reduced. Till 1870 the competition of 
refiners was solely concerned with efficiency of production; 
and, since this was to be gained only by refineries of $500,000 
capitalization or more, there was concentration among the 
stronger concerns and extermination of the weaker. By its 
process of concentration, and solely on account of its superior 
efficiency, the Standard Oil Company of Ohio became in 
1870 larger than most of its competitors, and produced 4 
per cent. of all the oil refined.* After 1870 the progress of 
the oil industry, generally, and the precedence of the Standard 
Oil Company, in particular, was to lie in the direction of 
cheaper transportation exacted of the transportation com- 
panies by the refiners. 


II. 
1870-74. 


Though the progress of the oil industry from 1865 till 
1870 be said to have determined the most efficient unit of 
production, and though the advance of the next seven years 
be said to consist in cheapening the transportation of oil, yet 
it must not be forgotten that a considerable advance in 


® Evidence as to the capacity of the Standard Oil Company of Ohio in 1870 : — 
B. B. Campbell (a prominent opponent of the Standard Oil Company) (Investt- 
gation of Trusts, Congress, 1888, 116) : — 

“ Question. How large at that time [1870] was the interest of those who now 
represent the Standard Oil Trust ? 

“ Answer, Not much larger interest, I should judge, than some of their com- 
petitors.” 

Charles T. Morehouse (“‘ Hepburn”’ Report, New York, 1879, 2624): — 

“Q. Now tell us what was their [the Standard Oil Company's] capacity then 

as compared with other works at Cleveland and other points ? 

“A, Notas large as some of the other works, .. . but comparing very favor- 
ably with such works as Charles Pratt & Co. and three or four in the oil regions.” 

Lewis Emery (at present the most prominent opponent of the Standard Oil 
Company) (Report of the Industrial Commission, 1900, 646): — 

“Mr. H. M. Flagler swore they had a capacity of six hundred barrels per day 
of crude oil in their refinery, the production at that time [1870] being about six- 
teen thousand barrels a day. That would give them 4 per cent. of the refining 
business at that time. At that time there existed in the oil country, spread from 
Louisville, Kentueky, to Portland, Maine, more than two hundred and fifty 
refineries.” 
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refining took place in this later period. Large refineries soon 
began manufacturing for their own use barrels, tin cans, boxes 
for enclosing cans, paint, glue, and sulphuric acid. By experi- 
ment the process of distillation was made applicable to qualities 
of petroleum which previously had been almost useless. By 
improvement in the details of refining, more durable machin- 
ery, tanks, and pumps were constructed, and a better illumi- 
nant was produced at less cost. In 1875 a method had been 
devised of utilizing the residuum of crude petroleum left after 
the manufacture of illuminating oil; and, after the example of 
the shale works of Scotland, the process of refining lubricants 
and paraffine wax from the waste that previously was used as 
fuel had been adopted in the larger refineries. These im- 
provements, however, were by no means so considerable in 
the period from 1870 till 1877 as the advantage from the 
control of transportation; and, though they rendered un- 
profitable those refineries which could not buy better 
machinery or utilize their residuum, they were quite too 
generally adopted by large refiners to account for the growing 
pre-eminence of the Standard Oil Company. 

From 1870 till 1877, then, the struggle of the refiners was 
chiefly for transportation facilities. Until the issuance of the 
so-called “Rutter Circular,” in 1874, the advantage they 
svaght lay chiefly in discriminating freight rates. From 1874 
till 1877 the large refiners sought both to obtain special 
rates from the railroads and to organize into systems for their 
own advantage the bewildering network of pipe-lines that had 
been building since 1869. By surpassing skill in both regions 
of activity the Standard Oil Company grew in seven years 
from a concern controlling 4 per cent. of the refined oil output 
into one controlling 95 per cent. Organization of the pipe- 
lines came late, because of the excessive amount of capital it 
demanded. Opportunities for discriminating freight rates, 
however, presented themselves early. How the Standard Oil 
Company availed itself of the unique railway conditions and 
of the practices common in the freight traffic of that time is 
one of the most sensational episodes in the history of American 
railroads. 

By 1871 the New York Central, the Erie, and the Pennsyl- 
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vania Railroads had completed connections that afforded them 
entrance to Chicago, and the great struggle for the traffic of 
the West had set in. The roads were so poor, and the 
necessity for revenue so great, that rate wars had begun as 
early as 1869, when the New York Central and the Pennsyl- 
vania roads had secured connection with Chicago. With the 
entrance of the Erie road, and, in 1874, of the Baltimore and 
Ohio, into Chicago, the competition for traffic throughout the 
region of the trunk lines became more imbittered. During 
the years from 1869 till 1878 the agents of the roads met 
annually at New York to agree upon freight rates; and after- 
wards, in order to get traffic, they regularly broke their 
agreement. Every year during this period fourth-class rates 
from Chicago to New York fell from about 80 cents per 100 
pounds in December to about 25 cents in August and Septem- 
ber. This reckless competition for traffic was extended to the 
oil regions. The Pennsylvania Railroad, which had the earliest 
and closest connection with the centre of petroleum production 
at Oil City, hauled oil to Pittsburg, a distance of eighty miles, 
and to Philadelphia, a distance of four hundred miles. 

The Erie Railroad, which had no direct communication with 
the oil country, effected an entrance by a connection with the 
Atlantic & Great Western road, and hauled oil from Oil City 
to New York, a distance of five hundred and fifty miles. The 
New York Central Railroad entered Oil City by connections at 
Cleveland, and hauled oil to New York, a distance of seven 
hundred and forty miles. Just as agents of the roads had 
annually agreed upon a rate from Chicago to the seaboard, 
making the charge 80 cents by each road with a differential of 
5 cents in favor of Baltimore and Philadelphia, so in the case 
of the oil traffic the same rate was charged by each road on 
oil moving from Oil City to the seaboard. The effect of this 
“ group-rate” was naturally displeasing to refiners at Pitts- 
burg: it deprived them of all geographical advantage, and 
enabled their competitors at Cleveland — among others, the 
Standard Oil Company —to ship oil seven hundred and forty 
miles by the New York Central Railroad at precisely the rate 
they were charged for a haulage of four hundred miles. 

Clearly, this was a coincidence in rates not based upon any 
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corresponding coincidence of cost, and as such constituted 
a case of discrimination. The competition of the railroads, 
however, was so fierce as to make no other adjustment prac- 
ticable. In the practice and theory of railway rates, moreover, 
ample economic justification is to be found. 

Because of the futility of basing rates on cost of service, 
a system of freight rates has arisen which favors certain classes 
of goods, certain localities, and certain individuals, By lower- 
ing rates on cheap goods, by lowering rates at competitive 
points, and by lowering rates to benefit growing concerns, the 
revenue of the railways is greatly: increased with very slight 
increase in its expenses. By lowering rates in those three 
ways, then, and charging “ what the traffic will bear,” the rail- 
ways may do business most cheaply, give lowest rates, and 
make the most profit. In pursuance of this principle, discrim- 
inations of the first sort have been practised from the earliest 
times. “Group-rates”—a form of the second sort of dis- 
crimination,— have been freely made since 1869, when the 
railways first made the rates uniform on all the routes between 
the competitive points of New York and Chicago. Similar 
“ group-rates” have since been established in the coal traffic 
from the anthracite regions to the seaboard, and in the fruit 
traffic of California and Florida. The prominence of such 
“ group-rates ” in the pooling agreements of the trunk lines in 
1873, 1875, and 1877, and in the “South-western pooling 
agreements” of 1879, show how general was their acceptance. 
So fundamental, indeed, have they become in American rail- 
way tariffs that the Interstate Commerce Commission has 
repeatedly sanctioned them.* Discriminations of the third 
sort were common throughout the period from 1870 till 1874, 
and by 1875 the “evening system,”— a form of the third 
class of discriminations which the South Improvement Com- 
pany closely anticipated — had become especially prominent 
in the cattle business between New York and Chicago.t 


*In the milk cases (Report of the Interstate Commerce Commission, ii. 218 ; 
vii. 97) the principle of the “group-rates” is interestingly discussed from the 
most conservative standpoint. 

+ The prineiple of the ‘‘ cattle eveners’ agreement” has been stated as fol- 
lows: “The trunk lines leading to New York agreed upon a per cent, of the 
business which each road should receive,and appointed three eatile eveners, 
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These various sorts of discrimination, then, — special tariffs, 
“‘ group-rates,” and “evening systems,”— must all be regarded 
as practices inevitable in the railway management of the 
period,— as essential consequences of railway economy in its 
development. 

In one way or another, every advantage obtained in rates 
by the large refiners at Cleveland, in the period from 1870 till 
1874, may be classified under one of these three sorts of dis- 
crimination. As soon as oil became a prominent export, they 
benefited, with all other refiners, in the special rates on oil in 
barrels and in tanks. Under the “group-rates” on oil from 
Oil City to the seaboard, they enjoyed local discrimination,— a 
discrimination doubtless annoying to refiners on the shorter 
routes, but not essentially different from that of the “group- 
rate” from Chicago to New York, or those later enforced by 
pools and authorized by the Interstate Commerce Commission. 
And in 1872 they obtained from the railroads, under the 
abortive contract of the South Improvement Company, an 
“evening arrangement” that, whether wrongly or not, has 
since become a hissing and a by-word with every opponent of 
the Standard Oil Company. 


Early in 1871 the advantage of Cleveland over Pittsburg, as 
a refining centre, had become evident. Cleveland not only 
enjoyed the same railroad rates that Pittsburg had, but also 
had water communication to the East by way of the great 
lakes and the Erie Canal. Pittsburg depended almost entirely 
for transportation upon the railroads. Cleveland, however, 
could at any time avail herself of the competition of rail and 
water transportation by taking to lake vessels whenever the 
charges of the New York Central Railroad were unsatisfactory. 

Cleveland, as a competitive point, had the oil traffic of the 
New York Central at her mercy. Unless the refiners at Cleve- 
whose duty it was to see that the shipments were made over all the roads in the 
agreed proportions ; and fer that service they were to receive $15 a car... on 
every carload of cattle shipped from the West to New York, no matter by whom 
shipped....The commission was later reduced to $10. Now every man is 
made his own evener ; .¢., if he ships his cattle by the road he is requested to, he 
gets a certain price ; if he ships contrary to directions, his price is made $10 
higher; and this is said to work very well, the rates via all routes of course being 
the same.” Report of the Hepburn” Committee, New York, 1879, 69, 10. 
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land were allowed low freight rates, the New York Central 
must see its traffic directed to lake vessels. As the danger of 
such loss became more imminent, the New York Central was 
obliged to grant greater and greater favors to the refiners. 
And when, in 1871, an unexpected shift in the centre of oil 
production threatened the entire refining business at Cleve- 
land, the railroads dependent on this business were stirred to 
unusual action. 

Beginning in 1871, at the Clarion River, remarkable dis- 
coveries of petroleum had been made throughout Butler and 
Clarion Counties, in the region extending five miles beyond 
Antwerp, and south-westward a distance of fifteen miles to 
Millerstown and Greece City. “The development south- 
ward,” says the editor of the Oil City Derrick,* “brought 
about conditions through which some of the most important 
railroads of the country might be deprived of a share of the 
oil-carrying trade. The Pennsylvania Railroad, however, was 
not affected by the transfer of activities from the Venango 
region to that of Butler and Clarion Counties. The north- 
ern railway lines — namely, the Erie and New York Central 
— were naturally affected by the transfer of operations to dis- 
tant fields, which they could not reach with their existing con- 
nections. The first-named road was materially aided by the 
gathering lines of the Pennsylvania Transportation Company, 
operated by Henry Harley; but the New York Central and 
its connections were left without petroleum feeders of any 
description.” As usual in new developments of territory, the 
increase in production due to the large capacity of the wells, 
the over-capacity of the pipe-lines in the older oil fields, and 
the overproduction of refining plants which had taken place 
in the last two years,—all these had conspired to make the 
transportation and refining of oil unremunerative throughout 
the petroleum country, and especially unprofitable at Cleveland. 

To remedy this situation, a combination of the railroads 
and certain refiners was planned. “It had its inception,” to 
quote again the editor of the Oil City Derrick,t “with cer- 

*P. ©. Boyle, Report of the Industrial Commission, 1900, 421. 

t Boyle, Report of the Industrial Commission, 1900, 421. Mr. Boyle’s impartial- 


ity has been questioned by opponents of the Standard Oil Company (see Report of 
the Industrial Commission, 1900, 398), but has never been disproved. 
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tain Philadelphia and Pittsburg refiners, with an agreement 
for co-operation with certain Cleveland refiners. But philo- 
sophical minds, viewing the subject from this distance, are 
agreed that it had its origin, as a matter of fact, with the rail- 
road interests rather than with the oil interests.” The form 
which this combination took was a contract between the rail- 
roads and certain refiners of Pittsburg, Philadelphia, and 
Cleveland organized into the South Improvement Company. 

By an act of the Pennsylvania legislature on May 1, 1871, 
the South Improvement Company had been created and vested 
with all the powers conferred by the act of April 7, 1870, upon 
the Pennsylvania Company. The powers of the company in- 
cluded authority “to construct and operate any work or works, 
public or private, designed to include, increase, facilitate, or 
develop trade, travel, or the transportation of freight, live 
stock, passengers, or any traffic by land or water, from or to 
any part of the United States.”* Of the 2,000 shares of this 
company, 900 were owned by Messrs. H. M. Flagler, O. H. 
Payne, William Rockefeller, H. Bostwick, and J. D. Rocke- 
feller, who later were to become prominent in the Standard 
Oil Company.t 

On January 18, 1872, the South Improvement Company 
effected the desired combination by completing contracts with 
the Pennsylvania, the New York Central, and the Erie Rail- 
roads. According to the contracts} the South Improvement 
Company agreed to ship 45 per cent. of all the oil transported 
by it over the Pennsylvania Railroad, and to divide the 
remainder equally between the Erie and the New York 
Central Railroads, to furnish suitable tankage facilities for 
shipping petroleum and receiving it at its destination, and to 
keep records of the amount of petroleum and its products 
shipped over the railroads both by itself and by other parties. 
The railroads in return agreed to allow the South Improve- 
ment Company rebates on al petroleum and its products 
carried by them, to charge all other parties not less than the 

* Report of the Industrial Commission, 1900, 607. 

t Lewis Emery, Report of the Industrial Commission, 1900, 619. 


These contracts are printed in full in “ Hepburn" Report, Exhibits, New 
York, 1879, 418-449. 
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full rates specified in the contract,* to furnish to the South 
Improvement Company way-bills of all petroleum or its 
product, transported over their lines by any parties whatsoever, 
and, finally, “at all times to co-operate, as far as it legally 
may, with the party hereto of the first part, to maintain the 
‘ business of the party hereto of the first part against loss or 
injury by competition, to the end that the party hereto of the 
first part may keep up a remunerative, and so a full and 
regular business, and to that end shall lower or raise the gross 
rates of transportation over its railroads and connections, as 
far as it legally may, for such times and to such extent as may 
be necessary to overcome such competition.” The aim of the 
railroads, as avowed in the preamble, was plainly an increase 
in traffic: “whereas the magnitude and extent of the business 
and operations to be carried on by the party hereto of the first 
part will greatly promote the interest of the party hereto of 
the second part, and make it desirable for it by fixing certain 
rates of freight, drawbacks, and rebates, and by the other 
provisions of this agreement to encourage the outlay proposed 
by the party hereto of the first part, and to facilitate and 
increase the transportation to be received from it,... the 
party hereto of the second part covenants and agrees.” And 
for the attainment of that end, the railroads reserved the right 
to grant similar rebates and advantages to any other party 
who should furnish an amount of transportation equal to that 
furnished by the South Improvement Company, and equal 
facilities for promoting the petroleum trade. 


* Rates and rebates according to contract: — 


“On CRUDE PETROLEUM. 
Gross Rate (a). Rebate (a). 
“From any common point to 


oe 4:0 ke w 8S « $0.80 $0.40 
Er a ae ee ae me eee 80 40 
eee ee ee 2.56 1,06 
“On REFINED OIL, ETO, 
“From Pittsburg to New York .... . 2.00 -50 
“From Clevelandto New York ..... 2.00 50” 


“This contract provided that the railways should increase the freight to 
about double what they had been charging on all oil shipped.” M. L. Lockwood, 
Report of the Industrial Commission, 1900, p. 385. 


(a) For each barrel of 45 gallons, “ Hepburn” Report, Exhibits, New York, 
1879, 422. 
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In general outline the contract was very like those subse- 
quently made with the grain-elevator owners in the North- 
west, and with the cattle-shippers of Chicago. Throughout this 
period it was the policy of the railroads to bind to themselves 
growing businesses, in which, as in the elevator and refining 
industries, considerable capital and much enterprise were 
necessary in order to succeed, and by granting to these- 
concerns special rates to build up trade for the industries and 
traffic for themselves. By this form of personal discrimination 
the railroads entering New York had built up traffic for them- 
selves and business for A. T. Stewart, who was competing 
for the market in the Central West with Field, Leiter & Co. 
of Chicago. Where the competition for traffic was keen, 
the railroads usually contracted with the strongest shipper or 
group of shippers to carry freight at a special rate, or else — 
as in the case of the large cattle-shippers at Chicago and the 
South Improvement Company in the oil regions — appointed 
the group “evener,” and in return for a special rebate required 
it to apportion traffic among the roads according to a fixed 
ratio.* 

Such are the economic grounds on which to judge this con- 
tract. Popular judgment, however, was much less deliberate. 
On January 18 the contract was signed; and, on February 27, 
the day after the contract went into effect, an excited mass 
meeting was held at Titusville and an organization to oppose 
the new company hastily effected. At once a complete 
embargo was placed on the sale of oil to the South Improve- 
ment Company. Committees were hurriedly despatched to the 
railway officials, to Harrisburg, and to Washington. On 
March 15 a resolution was introduced into the House of Rep- 
resentatives at Washington to investigate the South Improve- 
ment Company. On March 25, in an agreement signed by the 
independent refiners, the railroads publicly abrogated their 
contract with the company, and announced that “all arrange- 
ments for the transportation of oil after this date shall be upon 
a basis of perfect equality to all shippers, producers, and 

® As to the frequency of such discriminations, see the “ Hepburn”’ Report, 
New York, 1879, 48-71. The plan of the cattle eveners’ contract is contained in 


the “‘ Hepburn” Report, New York, 1879, 70; of A. T. Stewart’s contract, “ Hep- 
burn” Report, 452, 808, 1597. 
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refiners, and that no rebates, drawbacks, or other arrangements 
of any character shall be made or allowed that will give any 
party the slightest difference in rates or any discrimination of 
any character whatever ;* and, with this announcement, they 
issued new rates about 40 per cent. lower than those provided 
by the contract. On April 6, before it had the opportunity to 
do any business, the South Improvement Company was sum- 
marily deprived of its charter by the Pennsylvania legislature. 
The company has never since had an apologist. The Standard 
Oil Company, in spite of its part in the unfortunate combina- 
tion, has always disapproved of the contract.f And the 
bitterest reproach which opponents of the Standard Oil Com- 
pany heap against it is the taunt that the contract of the 
South Improvement Company was renewed with the Standard 
“alliance,” which was then forming.} 

In the condition which led in 1872 to the formation and 
the contract of the South Improvement Company lies the fact 
that must decide economic opinion upon the company, Since 
1867, competition in refining methods had ruined most of the 
smaller refineries. By 1869, all but fifteen had for this reason 
been obliged to sell out to more efficient concerns.§ In 1869 
began the competition between railways that resulted almost 
immediately in personal discrimination in rates, and hastened 


* Investigation of Trusts, Congress, 1888, 361. 

t John D. Archbold, Report of the Industrial Commission, 1900, 540. 

“T have no knowledge of any relations on the part of the Standard Oil Com- 
pany succeeding to the South Improvement Company whatever. I have been an 
opponent of the South Improvement Company, as you well know. I have disap- 
proved of it in theory, and practically disapproved of it to-day. I want to say 
that the statements that what was the South Improvement Company is continued 
in the Standard are not true: if they had been true, I would not have been in it.” 


+Such statements are made by H. D. Lloyd, Wealth against Commonwealth, 
58-60; J. F. Hudson, 'Ratlways and the Republic, 70-71; E. C. Patterson: “ Hep- 
burn” Report, New York, 1879, 1693; W. T. Scheide, Ibid., 2766; A. B. Hepburn, 
Report of the Committee, Ibid., 42 ; B. B. Campbell, Investigation of Trusts, Con- 
grtess, 1888, 364 ; Lewis Emery, Report of the Industrial Commission, 1900, 689-645 ; 
George Rice, Ibid., 694. No confirming evidence has been offered. 


§H. H. Rogers, (“‘ Hepburn’ Report, New York, 1879, 2605): — 

“Q. Was the Standard @il Company at that time [1872] a large producer? 
A. Oh, yes! 

“Q. Was the Standard Oil Company at that time the largest producer ? 
A. The largest refiner, yes. 

“Q. Where? A. In Cleveland and New York, and I think they had some 
interests in the oil regions.” 





} 
/ 
} 
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the extermination of such refineries as were already declining. 
Overproduction of oil in 1870 and 1871 had increased the 
depression, so that in 1872, when the centre of operations 
was shifted southwards, and ruin threatened the large refin- 
eries as well as the small, feeling throughout the industry was 
extremely nervous. According to their usual practice at that 
time the railways cast about for the strongest group of refiners 
with whom they might ally to protect their traffic. That the 
South Improvement Company was the strongest group of 
refiners has never been disputed. In 1872 the Standard Oil 
Company was the largest concern in the oil region, and the 
combined capacity of the refineries organized into the South 
Improvement Company far exceeded that of the unorganized 
refiners.* That the industrial efficiency of the favored com- 
pany was superior to that of other refiners seems equally 
demonstrable. By the sheer superiority of its organization, 
and —so far as is known — quite unaided by unusual discrimi- 
nation in rates, the Standard Oil Company had obtained in 
1872 its pre-eminent position. By similar efficiency of capital 
and ability other members of the South Improvement Com- 
pany had survived and grown, while their poorer competitors 
had suffered from depression. From the railway point of 
view, then, the situation in 1872 justified a special contract ; 
and in the South Improvement Company was presented the 
fittest party to such a contract. 

Whether the rebate provided by the contract excessively 
rewarded the company for its services as “evener” is a ques- 
tion of fact, not to be settled off-hand. The violent popular 
uprising, the quickness with which the contract was with- 
drawn by the railroads, the reticence and subsequent penitence 
of all concerned in making it, and the odium in which it has 
since been held by both friends and enemies of the Standard 
Oil Company may indeed be regarded as evidence that its 
provisions were unwarranted. The principle of the contract, 
however,— the combination of both the railways and the strong- 
est refiners to restore profitable stability to traffic and indus- 

* Digest of evidence, Report of the Industrial Commission, 1900, 148. “ Mr. 


Emery insists vigoreusly that it would have been absolutely impossible for any 
ene else to secure the amount of business necessary to meet this requirement of 


railways.” 
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try,— was inevitable in the practice and theory of railway 
economics. 

The panic caused in 1872 by publishing the contract of the 
South Improvement Company, though never more than fright, 
— for the contract was never kept,— still seemed to make the 
situation more acute, Under the stress of such difficult con- 
ditions, small concerns gave place to large, and large concerns 
combined into yet greater ones. Throughout 1872, 1873, and 
1874 small refiners were driven into insolvency or forced into 
selling. The causes assigned for this are two. “The over- 
production of 1873, 1874, and 1875,” explains a leading op- 
ponent of the Standard Oil Company; “and the consequent 
almost entire destruction of petroleum values gave the Stand- 
ard Oil Company, with its organization and capital, almost the 
desired monopoly.” * Discrimination in freight rates in favor 
of the large refiners was the other and more aggravating 
cause. For, though they never resumed the contract of the 
South Improvement Company, nevertheless, at the solicitation 
of refiners who had signed the agreement of March 25, 1872, 
the railroads soon resumed the practice of increasing traffic by 
giving special rates to the large shippers; t and, though their 


* Letter of the Delegation of Oil Producers, delivered to the Pennsylvania Rail- 
road September 11, 1877. Quoted in Investigation of Trusts, Congress, 1888, 363. 


t George R. Blanchard, of the Erie Railroad (‘‘ Hepburn" Report, New York, 
1879, 3894): — 

“T was then convinced ... that the agreement of March 25 lasted less than 
two weeks, and that at an early date the Empire Line [later the great rival of the 
Standard] was receiving a large drawback or commission from the Pennsylvania 
Railroad, which was either being shared with the shippers or an additional 
amount was being allowed to them... . It is, therefore, clear that one of the 
largest shippers who signed that March agreement did not feel that it bound 
him to pay the rates he had agreed to pay; and he gave convincing reasons to be- 
lieve that others, signers and parties to that agreement, did not pay them, and 
possessed equal or greater advantages by way of rival routes.... I opened ne- 
gotiations to increase our traffie, which resulted in an agreement, with the con- 
currence of the Atlantic and Great Western, as follows: — 

“ERIE RAILway Co., 
“OFFICE OF BECOND VICE-PRESIDENT, 
“ New YorK, March 29, 1873. 
“ MEMORANDUM. 

*‘ Between Mr. John D. Archbold (of the Standard], Mr. Bennett, and Mr. Porter, 
and Mr. Osborn and myself. Rate for March, ’73, to be 1324 from Union [published 
rate, $1.65). Rate thereafter to be $1.25 from same point as the maximum for 
1873. If the common point rate is made from Titusville at any time in 1873, on 
dona fide shipments, Erie and Atlantic and Great Western will make same rate 
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motives were — so far as evidence is shown — thoroughly self- 
interested,* they hastened the absorption of the small refiner- 
ies by the larger, and especially the expansion of the Standard 
Oil Company, which was the largest of all. To profit by these 
discriminations, and immediately by the advantages of con- 
centrated capital, the Standard Oil Company of Ohio in- 
creased its capital stock in 1872 to $2,500,000, and in the 
same year combined with the Standard Oil Company of Pitts- 
burg, the Cleveland Standard Refinery, the Pittsburg Refin- 
ery, the Atlantic Refining Company of Philadelphia, and 
Charles Pratt & Co. of New York—all leading inde- 
pendent refiners — into the Standard “alliance,”{ which ten 
years later was to be the basis of the Standard Oil Trust. 
“Tt was a union, not of corporations, but of their stockhold- 
ers,” says the solicitor of the Standard Oil Company. “The 
several companies continued to conduct their business as be- 
fore. They ceased to be competitive with each other in the 
sense of striving to undersell each other. They continued to 
be competitors in the sense that each strove to show at the 
end of each year the best results in making the best product 
at low cost. From time to time new persons and additional 
capital were taken into this association. Whenever and wher- 


from same date. With this rate the refiners agree to give us their entire product 
to New York for the year, and the preference always at same rate as actual ship- 


ment by other lines. 
“ (Signed) “ JoHN D. ARCHBOLD, 
“@G. R. BLANCHARD. 


.» “IT also learned at that time that this producers’ agreement [of March 25} 
was exploded by the action of the Producers’ Union before that time. ... These 
facts effectually refute the testimony of Mr. Patterson, that the agreement of 
March 25 continued more than two years, or any period beyond three weeks, at the 
rates it stipulated, and show that at least two of its signers did not fee) bound to 
pay the rates it named, and that they and others by other lines endeavored im- 
mediately after it was signed to obtain, and did secure, reduced rates, as 
usual before its execution, and peddied oil among the railroads wherever they 
could secure an advantage, however small, over each other on the railroads.” 


*Mr. Paul de Rousiers has suggested that the motives of the railroad might 
have been mixed; that their act might have been inspired by inevitable railway 
policy re-enforced by bribes from the Standard Oil Company. No proven case of 
bribery is recorded, however, by any investigating committee, commission, or 
court. 

t The official name of the “‘ alliance” was the Central Association of Refiners, 
Mr. John D. Rockefeller, president, and Mr. Charles Pratt, secretary and treas- 
urer. 
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ever a man showed himself skilful and useful in any branch of 
the business, he was sought after. As business increased, new 
corporations were formed in various States, in the same inter- 
est, some as trading companies, some as manufacturing com- 
panies.” * The motives of the combination, as stated by Mr. 
Dodd, were ail owing to conditions prevalent in the period from 
1870 till 1874. “Railroad rates were excessive and lacking in 
uniformity. When refiners were able to combine and throw 
a large volume of business to any particular road, they would 
get favorable rates. The rebate and drawback system was 
then universal, and was not confined to oil. Undoubtedly, 
this fact had much to do with the combination of refiners 
above referred to, and which came to be known as the Stand- 
ard. But it was by no means the only reason. The men in 
control of that combination foresaw that a business which had 
thus far been disastrous would require co-operation on a large 
scale,” fF 

By early developments of its refining capacity, then, the 
Standard Oil Company had succeeded in 1870 in controlling 
4 per cent. of the production of the oil regions. By 1871 it 
had so availed itself of the competition between the trunk lines 
as to enjoy rates equal to those of the refiners at Pittsburg. 
In the depression of 1872, it had unsuccessfully essayed, with 
ethor refiners, to act as “evener” for the railroads. Frustrated 
in this attempt, it had returned to its policy of concentration,— 
purchasing small refineries, uniting with large ones, and exact- 
ing of the railroads discriminations proportionate to its size. 
By 1874 the capital of the Standard Oil Company of Ohio 
had been increased to $3,500,000. The control of the Standard 
“alliance ” had been extended over more than half the refin- 
ing industry, and the combination was ready to enter upon the 
purchase of pipe-lines. The railroads had not conspired to 
cause this development,t neither could sharp practice in 
competition account for it. This remarkable increase since 
1870 in industrial efficiency must be due to superior ability 
and capital. This still more striking increase in advantages of 

*8. ©. T. Dodd, Combinations. t Ibid, 


+It has frequently been stated, though never proved, that railroad officials 
were financially interested in the Standard Oil Company. 
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transportation must be due to the same causes, coupled with 
peculiar opportunities of geographical location and railway 
conditions, Five years after this supremacy was accomplished, 
William H. Vanderbilt, in reply to a question before the 
Hepburn Committee, set forth what seems on the whole the 
true explanation : — 

“ Question. Can you attribute, or do you attribute in your 
own mind, the fact of there being one refiner instead of fifty 
now to any other cause except the larger capital of the 
Standard Oil Company? 

“ Answer. There are a great many causes: it is not from 
their capital alone that they have built up this business. There 
is no question about it but that these men — and, if you 
come into contact with them, I guess you will come to the 
same conclusion I have long ago—lI think they are smarter 
fellows than I am, a good deal. They are very enterprising 
and smart men. I never came in contact with any class of 
men as smart and as able as they are in their business, and I 
think that a great deal is to be attributed to that. 

“@. Would that alone monopolize a business of that sort? 

“A. It would go a great ways towards building it up. 
They never could have got in the position they are in now 
without a great deal of ability, and one man would hardly 
have been able to do it : it is a combination of men. 

“@Q. Wasn’t it a combination that embraced the smart men 
in the railways, as well as the smart men in the Standard 
Company ? 

“A, I think those gentlemen from their shrewdness have 
been able to take advantage of the competition that existed 
between the railroads for their business, as it grew, and that 
they have availed themselves of it there is no question of 
doubt. 

“@. Don’t you think they have also been able to make 
their affiliations with railroad companies and railroad officers ? 

“A. I have not heard it charged that any railway official 
had any interest in any of their companies, only that I have 
seen in the papers, some years ago, that I had an interest 
in it. 

“@. Your interest in your railway is so large a one that 
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nobody would conceive, as a matter of personal interest, that 
you would have an interest antagonistic to your road? 

“A. When they came to do business with us in any magni- 
tude, that is the reason I disposed of my interest. 

“@. And that is the only way you can account for the 
enormous monopoly that has grown up? 

“A, Yes: they are very shrewd men. I don’t believe that 
by any legislative enactment or anything else, through any of 
the States or all of the States, you can keep such men down, 
You can’t do it! They will be on top all the time. You see 
if they are not.” [“ Hepburn” Report, New York, 1879, 2605.] 


ITl. 
1874-77. 


By its economies in refining — attained as early as 1870 — 
and in freight rates—the reward of its predominance in the 
industry in 1872—the Standard Oil Company in 1873 
escaped in great measure the depression which harassed its 
competitors. This depression, if continued, promised to be 
disastrous both to the newly formed “alliance” and to its 
dwindling competitors. In the interest of both parties, there- 
fore, relief was sought in the restriction of the oil production. 
‘Throughout 1878 there was a disposition on the part of the 
producers outside the region of the great wells to suspend 
operations. In 1874, because of the small inducement to 
continue, there was an important shut-down in Clarion 
County.* But these methods of relief were unavailing. 
Throughout 1874 the weaker refineries were forced to sell to 
the stronger, who reduced the overproduction at once by 
dismantling their works, so that in 1874 there were “in the 
oil regions proper but few refineries, and those universally 
owned by the Standard Oil Company, those at Pittsburg 
being owned or controlled by that combination or by the 
Conduit and Empire lines. By its supremacy in the oil 
regions, then, the Standard Oil Company in 1874 had added, 
*P. ©. Boyle, Report of the Industrial Commission, 1900, 427. 
+B. B. Campbell Investigation of Trusts, Congress, 1888, 364. 
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to its economies in efficiency and in transportation by rail, the 
advantage of restricting overproduction, and in the period 
from 1874 till 1877 was ready to add the advantage of con- 
trolling the pipe-lines. 

In 1869 the first extended system of pipe-lines—the 
Mutual Pipe Line — was laid in Clarion County. At the 
same time William H. Abbott and Henry Harley, with a 
capital of $2,000,000, were organizing into the Pennsylvania 
Transportation Company the five hundred miles of pipe cen- 
tring at the Miller farm. Vandergrift & Forman were estab- 
lishing in Butler County a system which was later to be the 
nucleus of the United Pipe Line System, and the American 
Transfer Company and the Empire Transportation Company 
were forming. Such systems, however, were rare until 1874, 
Most of the pipe-lines were scarcely ten miles long, and 
extended from Clarion River to some common point of ship- 
ment, where stated freight rates were given. Their over-ca- 
pacity had become so excessive, their competition so ill-consid- 
ered, and their solvency so much a matter of doubt that by 
1874 most of them had been united into the system of Vander- 
grift & Forman, the Pennsylvania Transportation Company, 
the Columbia Conduit Company, or the American Transfer 
Company. Vandergrift & Forman at that time controlled 25 
or 80 per cent. of the pipe-line traffic in the oil regions, and 
the five companies together controlled by far the greater part 
of the traffic.* Such was the situation when the Standard Oil 
Company took a hand in the business. 

In 1874 the firm of Vandergrift & Forman was re- 
organized. Its name was changed to the United Pipe Line 
Company; and its officers were Mr. Vandergrift, president, 
and six officials of the Standard “alliance” among its nine 
directors.t In the same year the five great systems of pipe- 
lines agreed upon a uniform schedule of charges,t and the 
patrons of these systems were allowed to special discrimina- 
tions by the railroads. This new adjustment contained in 
the “Rutter Circular” of September 9, 1874, raised the 

*B. 0. Patterson, “ Hepburn” Report, New York, 1879, 1693. 


t Ibid. 
2 W. T. Seheide, ‘‘ Hepburn’’ Report, New York, 1879, 2769. 
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charges for transportation of oil nearly to the rates fixed by 
the contract of the South Improvement Company, and allowed 
a rebate of 22 cents on all oil coming from the five great sys- 
tems of pipe-lines which maintained the uniform schedule of 
charges.* By this new tariff the organization of the remain- 
ing lines into one or another system was considerably has- 
tened; and in this process of bringing order into the confused 
network of pipe-lines the Standard “alliance,” the United 
Pipe Line Company, owned by the Standard Oil Company, 
and the great systems and their patrons are greatly benefited. 
With the railway companies the purpose was merely to put 
an end to the unreliable service of the small pipe-lines, and to 
secure for themselves a larger and more certain traffic. With 
the pipe-lines, however,— though each of the allied pipe-lines 
and every refiner who was served by them shared impartially 
in the rebate,f—the effect was particularly to build up the 
larger pipe-line and the larger refiner at the expense of the 
smaller, For this reason the economies in transportation by 

*The “ Rutter Circular ”’ fixed the following rates on refined and crade oil : — 


“The rates on refined oil from all refineries at Cleveland, Titusville, and 
elsewhere in and adjacent to the oil region shall be as follows :— 


Per barrel, 
oo lt*«t ee ee eg $2.10 
EE: °<6: s,. <653. a lig a eh oP os 1,85 
cs 8.8 wy 4H pe Ske oH 0 1.85 
PT 4. 6.0 6 & hh Sm ak ee Oe 2.00 


“ Net rate on Albany, 15 per cent. less, from which shall be refunded the 
amount paid for the transportation of crude oil by rail from the mouth of the 
pipes to the said refineries upon the basis of 14 barrels of crude oil to the refineries 
for every 10 barrels of refined oi] forwarded by rail from them [the refineries) to 
the Eastern points named. 

“Settlements of this drawback to be made on the refined oil forwarded during 
each month. 

“No rebate on these rates will be paid on oil reaching refineries direct by 
pipes. 
“ On crude oil the rates from all initial points of rail shipments in the oil 
region shall be as follows : — 

“To Boston, $1.76 per barrel. 

“To New York, $1.50 per barrel (net rate on Albany 15 per cent. less), 

“To Philadelphia, $1.50 per barrel. 

“ To Baltimore, $1.50 per barre). 

“From which shall be refunded 22 cents per barrel only on oil coming from 
pipes which maintain the agreed rates of pipeage. A barrel shall in all cases be 
eomputed at 45 gallons.” .. . 

Investigation of Trusts, Congress, 1888, 363. 


+ W. T, Scheide, “ Hepburn” Report, New York, 1879, 2770, 2794. 
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rail and pipe-line effected in 1874 tended greatly to increase 
the predominance of the United Pipe Line Company and the 
Standard “alliance.” 

In the year following the United Pipe Line Company ac- 
quired, by purchase, the greater part of the pipe-lines which 
had not participated in the agreement. Combinations among 
the large systems — the United Pipe Line Company, the Co- 
lumbia Conduit Company, and the Empire Transportation 
Company — gradually absorbed all the others. Meanwhile 
the pipe-lines enjoying the discriminations so abused their priv- 
ilege by high charges that in 1875 competition from without 
and suspicion within broke up the agreement. In 1874 the 
Baltimore & Ohio Railroad had entered Chicago, and was 
making advances to the Columbia Conduit Company. The 
railway situation was uneasy; and when, in 1875, the Erie 
Railroad accused the Pennsylvania Railroad of granting secret 
discriminations to the Empire Transportation Company, the 
agreement among the pipe-lines was immediately broken. 
The Columbia Conduit Company attached itself to the Balti- 
more & Ohio Railroad; the Empire Transportation attached 
itself to the Pennsylvania Railroad;* and the United Pipe 
Line Company, through its owner, the Standard Oil Company, 
completed an agreement with the Erie and the New York 
Central Railroads, according to which it gave to each road 
50 per cent. of its traffic, guaranteed to the Erie Railroad 27 
per cent. of the entire oil traffic in the oil regions,— which was 
the proportion the Erie Railroad had received under the 
“ Rutter Circular,” — and received in return upon all shipments 
a rebate of 10 per cent.t The motives of the Erie and the 
New York Central Railroads were plain. Entering the oil 
regions by connections from the north, these roads depended 
entirely for their traffic upon the Standard Oil Company at 
Cleveland. Accordingly, for the guarantee that its oil traffic 
would not be diminished, the Erie Railroad could afford to 
pay roundly; and for the maintenance of the oil industry at 


* A copy of the contract between the Empire Transportation Company and the 
Pennsylvania Railroad is contained in the Investigation of Trusts, Congress, 
1888, 210. 

+The details of this contract are contained in the “ Hepburn” Report, New 
York, 1879, 175, 182. 
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Cleveland, and for the privilege of handling all its traffic, the 
New York Central Railroad was ready to grant a liberal dis- 
crimination. Therefore, throughout the rest of 1875 all the 
pipe-lines in the oil regions arrayed themselves with one or 
another of the three rival pipe-lines and their allied railroads ; * 
and the armed peace thus maintained continued throughout 
1876. 

In 1877, with the aid of the Pennsylvania Railroad, the Em- 
pire Transportation Company secured control of a refinery at 
Communipaw, and began constructing others at Philadelphia. 
The roads in alliance with the Standard Oil Company were 
the first to discover the encroachment, and resented it before 
the Standard Oil Company had time to act. “Unless checked,” 
said Mr. Blanchard, of the Erie Railroad, “the result would be 
a diversion largely of the transportation of oil from our roads. 
The New York Central Road and our own determined that we 
ought not to stand by and permit these improvements and 
arrangements to be made, which, when completed, would be 
beyond our control. We determined, therefore, to make the 
issue with the Pennsylvania Railroad Company.” ¢ At the sug- 
gestion of the railroads, accordingly, the Standard Oil Com- 
pany, by ceasing on March 18, 1877, to send freight over the 
Pennsylvania Railroad, precipitated a war between the great 
pipe-lines and their allied roads, 

The suddenness and fury of the war for the oil traffic which 
followed is explained only by the strained relations of the 
trunk lines at that time. Since 1874, when the Baltimore & 
Ohio Railroad entered Chicago, there had been a ruinous war 
of rates. Freight charges during this period from Chicago to 
the Seaboard had fallen from $1 to 10 cents. New York 
Central and the Erie Railroads had lost millions, and the Bal- 
timore & Ohio and the Pennsylvania Railroads had ceased to 
pay dividends.} The struggle in the oil region was, therefore, 
merely part of a contest extending half across the continent. 
Beginning fully a month before the larger contest approached 


*W. T. Scheide, “ Hepburn” Report, New York, 1879, 2795; J. C. Welch, Ibid., 
3673. 


+G. R. Blanehard, ‘“‘ Hepburn” Report, New York, 1879, 1463. 
+ Report of the “‘ Hepburn” Committee, New York, 1879, 33. 
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settlement, it continued bitterly for six months until the very 
last agreements had been signed. In this struggle the Colum- 
bia Conduit Company connected with a branch of the Reading 
Railroad, and controlled the traffic in the newly discovered Brad- 
ford district. The Empire Transportation Company mean- 
while, aided by the Pennsylvania Railroad, sought by a tre- 
mendous effort to crush the United Pipe Line Company and 
the Standard Oil Company. The Pennsylvania Railroad 
carried oil at eight cents a barrel less than cost,* and ordered 
the refineries of the Empire Transportation Company to sell 
oil in the territory of the Standard “alliance” at any price. 
But the Standard Oil Company, with its high degree of mechan- 
ical efficiency, its well-organized united pipe-line system, and 
its firm alliance with the Erie and the New York Central Rail- 
roads, proved superior. On October 17, 1877, the Pennsyl- 
vania Railroad was forced to abandon the struggle, and to sign 
a contract which gave the Standard Oil Company practically 
the monopoly of the production and transportation of oil in the 
United States. According to this contract the Standard Oil 
Company was appointed “evener,” to apportion oil traffic in 
the following ratio: 63 per cent. of the oil traffic was to go to 
New York City and 37 per cent. to Philadelphia and Balti- 
more; of the traffic going to New York City, the New York 
Central, the Erie, and the Pennsylvania Railroads were each to 
carry one third ; of the traffic going to Philadelphia and Balti- 
more, the Pennsylvania Railroad was to carry 70 per cent. and 
the Baltimore & Ohio 80 per cent. By the terms of the con- 
tract the Pennsylvania Railroad was guaranteed an annual 
traffic of not less than 2,000,000 barrels;+ and the Empire 

® Digest of the Report of the Industrial Commission, 1900, 150. 

t In a letter of October 17, 1877, Mr. William Rockefeller set forth this contract 
in five provisions, the last providing as follows for the remuneration of the 
Standard Oil Company :— 

“* Weask, in consideration of the above-named guarantee of the business upon 
which it is understood we shall pay such rates as may be fixed from time to time 
by the four trunk lines (which rate, it is understood, shall beso fixed by the trunk 
lines as to place us on a parity as to cost of production with shippers by compet- 
ing lines), that you shall furnish us promptly all the transportation we may rea- 
sonably require, and that you shall allow toand pay us weekly such commission 
on our own shipments and the shipments which we may control as may be agreed 


to by your company and the other trunk lines from time totime. This commission, 
it is understood, has for the present been fixed at 10 per cent. upon the rate, and 
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Transportation Company was purchased for $3,000,000 by the 
Standard Oil Company and the United Pipe Line Company. * 
The Standard Oil Company, meanwhile, for its services as 
“evener” was remunerated in the following fashion: After 
May 1, 1878, when the contracts between the Pennsylvania 
Railroad and its shippers expired, the Standard Oil Company 
received a rebate of 10 per cent. on all its freight. In addition 
to this it was allowed, with other shippers, a rebate of 68% 
cents in order that it might be on an equality with those refin- 
eries who shipped by the Erie Canal; and the American Trans- 
fer Company, which had now been united with the United 
Pipe Line Company, was allowed 224 cents as its share of the 
through rate. 

The Pennsylvania Railroad offered to carry oil for al ship- 
pers on these terms, except that for the 10 per cent. rebate 
it asked such considerations as the Standard alone could fur- 
nish ; and, indeed, for those refiners who made all their ship- 
ments over its line, it continued to give rates as low as those 
of the Standard Oil Company. On December 8, 1878, how- 


shall not be fixed at a less percentage, except by a mutual agreement of your com- 
pany and ours; provided that no other shipper of oil by your line shall pay less 
than the rate fixed for us before such commission is deducted, and no commission 
shall be allowed any other shipper unless he shall guarantee and furnish such 
amount of oil for shipment as will, after deduction of commission allowed him, 

realize tc you the same amount of profit you realize from our trade; that is, you 
will not allow any other shipper of oil any part of such commission, unless after 
such commission you realize from the total of his business the same total of profit 
you realized from the total of our business, except so far as your company may 
be compelled to fill certain contracts for transportation made by the Empire Line 
with refineries and producers, which contracts terminate on or before May 1, 1878,— 
a statement of which shall accompany your reply to the letter; such contracts to 

be fulfilled. We agree that all the stipulation herein contained shall be carried 

out by us for the period of five years from the date hereof.” .. . Investigation 
of Trusts, Congress, 1888, 208. 


*The motives of this act have been thus stated: — 

“(It was the desire on the part of the Pennsylvania Railroad to have a portion 
of our other business that induced them to bring about this negotiation with the 
Empire Transportation Company, and we yielded to their most urgent persuasions. 
We did not want the property, but they insisted upon it that we should buy it. 
We did finally yield to their persuasions, and purchased that portion of the Em- 
pire Transportation Company's property, meaning the local pipe-lines in the oil 
regions. We had stated in early discussions with representatives of the Pennsyl- 
vania Railroad that we were willing to buy the refineries owned by the Empire 
Transportation Company ; but, as we were not interested in transportation at all, 
we wanted them to pay for the pipe-lines and own them themselves. But we 
yielded that point finally.” H.M. Flagler of the Standard Oil Company, Jnvestt- 
gation of Trusts, 1888, 773. 
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ever, when the Erie Canal was closed, the railroad ceased mak- 
ing such favorable rates for independent refiners ; and on March 
31, 1879, all payments of rebates ceased.* 

In view of the bitterness of the war which it settled, this 
agreement was very favorable to the defeated party. The 
Pennsylvania Railroad had gone out of its way to strike at the 
power of the Standard “alliance,” and after expensive fight- 
ing had been completely beaten and forced to sue for such 
terms as might mercifully be granted it. The Standard Oil 
Company, however, required of it only such favors as it al- 
ready received of the New York Central and the Erie Rail- 
roads, and, in return, guaranteed its oil traffic, purchased its 
interest in the Empire Transportation Company, and advanced 
the money to buy oil-cans, It was, indeed, shrewd magnanim- 
ity; for, in advancing the money to complete the sale, the 
Standard Oil Company became the mortgager of the oil-cars of 
the railroad,t and by aid of the discriminations provided in 
the contract it was able, in a few months, to drive the Co- 
lumbia Conduit Company into selling. So that in 1878 and 
1879 the Standard Oil Company owned or controlled by con- 
tract every transporting agent in the oil regions. 


The achievement of this supremacy marks the close of the 
first phase of the Standard Oil Company. It owned the 


*A. J. Cassatt, testimony in Commonwealth of Pennsylvania v. Pennnsyl- 
vania Railroad. Quoted in “‘ Hepburn” Report, New York, 1879, 483-519. Sum- 
marized by Archbold, Report of the Industrial Commission, 1900, 1515. 

Expressed statistically, the rates and rebates of May 1, 1878, are: — 


Tariff rateon crade oi] .........466 $1.40 
Allowance to American Transfer Company . . . $0.225 

« “ Standard Oil Company, 10 percent... 0.14 

« “ Standard Oil Company ..... 0.15 0.515 
Net rate to Standard OilCompany ...... $0.885 
Tariff rate on refinedoil .......... 1.90 
Rebatetoallshippers. .........4.6-. $0.645 
Rebate to Standard OilCompany ....... 0.455 1.10 
Net rate te Standard OilCompany. ..... . $0.80 
Netratetoothershippers ......... +s 1.255 


Mr. Cassatt testified that large independent refiners usually receive secret re- 
bates, which sometimes equal those of the Standard Company. 

+H. M. Flagler, Investigation of Truste, Congress, 1888, 770-774. 

+John C. Welch, “‘ Hepburn” Report, New York, 1879, 3671. 
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terminal facilities of the New York Central for handling oil at 
New York. It leased the terminal facilities of the Erie Rail- 
road at New York. It owned or leased almost all the oil-cars 
on the Erie, the New York Central, and the Pennsylvania 
Railroad.* Through the United Pipe Line Company and the 
American Transfer Company, it purchased, one after another, 
twenty-six pipe-lines that threatened competition.tf And 
when, in 1879, the Tide-water Pipe Line Company was built 
to the seaboard, in order to evade the discriminations of the 
railways, the Standard Oil Company was able, after a struggle 
of four years, to defeat that, also. The dominance of the 
Standard Oil Company in the refining industry was even more 
striking. In 1879 it controlled 95 per cent. of the refineries in 
the oil region, and at one time during this period there were 
scarcely a dozen independent refiners in business.¢ 


IV. 


An explicated narrative — such as this has pretended to be— 
should bear its own judgment upon the agents who accom- 
plished the oil monopoly. That judgment—if the narrative 
has succeeded in logical clearness — runs somewhat as follows : 
Given the railway and economic conditions, the progress of the 
Standard Oil Company was quite inevitable. Since it showed 
at an early time bright promise of industrial efficiency, it read- 
ily acquired, after the fashion of the period, proportionate dis- 
crimination in freight rates. By getting control through dis- 
criminations of the means of transportation, it inevitably 
achieved monopoly. In support of this judgment it may be 
urged —as Mr, Paul de Rousiers boldly urges — that discrimi- 
nations, “though important in the beginning, went into the 
background with the absorption of the pipe-lines, and, though 
very helpful in the creation of the Trust, were not indispensa- 
ble to its continuance.” Conditions alone, he continues, were 
such as to make monoply in some sort inevitable. “ Histori- 
cally, it is a fact; and one does not see how otherwise it 

* Report of the “‘ Hepburn” Committee, New York, 1879, 40, 
t Report of the Industrial Commission, 1900, 101. 
+ Ibid., 98. 
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could have obtained, in so quick and complete a fashion, the 
result towards which it tended.” If the Standard Oil Com- 
pany were not the strongest refiner, its most powerful rival 
would certainly have seized the same control over transporta- 
tion that the Standard Oil Company in fact secured. In the 
last analysis, monoply by the Standard Oil Company was, 
under existing conditions, inevitable, simply because it was 
most efficiently organized. 
Gmsert Hottanp Monracvus. 
HaRvarpD UNIVERSITY. 
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TRADE CYCLES AND THE EFFORT TO 
ANTICIPATE. 


A LarGE portion of the business community are accustomed 
to look upon the commercial crisis much as an epidemic of 
small-pox was regarded before the days of Jenner,— as a mys- 
terious “act of God,” which cannot be foreseen or understood, 
and can only be endured with what fortitude the sufferers are 
able to command. Even in the minds of students of eco- 
nomics it is to be feared that a certain degree of haziness still 
exists in connection with this subject. The list of reasons 
which have been advanced at various times in explanation of 
panics is a long and amusing one. In several recent publica- 
tions the “sun-spot theory ” is discussed with diverting serious- 
ness, and a late issue of a foreign magazine contains elaborate 
charts endeavoring to establish a relation between poor crops 
and crises. 

It is stated that the late P. D. Armour cabled from Europe 
early in 1893 to his representatives in America, instructing 
them to secure and store away in vaults one million dollars in 
gold. It is known that during the panic, later in that year, 
Armour & Co. were well supplied with ready money. Evi- 
dently, Mr. Armour was able to see in action certain forces 
which induced him to believe that a crisis was imminent, 
although the collapse of 1893 took the public completely by 
surprise. It is equally evident that his action assisted in 
bringing about the panic which he foresaw. In this article an 
effort will be made to trace out a little more fully than has. 
heretofore been done the principle which operates to produce 
trade cycles. 

The first point to which attention should be directed is the 
absolute impossibility in practical affairs of separating specu- 
lation from the natural action of demand and supply. Even 
in the simplest consumptive purchases the element of foresight 
is frequently present. If a man accustomed to wear a partic- 
ular brand of shirts sees them for sale at half-price, he is likely 
to buy an extra half-dozen. He accumulates a stock in the 
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expectation of higher prices. When the housewife goes to 
her grocery on bargain-day and finds sugar selling at 5 cents 
a pound, the ruling price being 6 cents, she will almost cer- 
tainly purchase more of it on that account in anticipation of 
future wants. In fact, in cities where the retail stores com- 
pete with each other by means of frequent “special sales,” the 
women bargain-hunters become shrewd speculators. Even 
the school-boy, seeing pencils for sale at 3 cents each, two for 
5 cents, will often buy two, expecting eventually to need the 
second. 

Economists have paid much attention to the fact that the 
buyer will purchase at the cheapest place, but have said little 
about the secondary principle, that he will try to buy at the 
cheapest time. In primitive societies this secondary principle 
has no application worthy of mention; among wage-earners 
it is unimportant, though occasionally operative; but with 
managers, from the apple-woman on the corner to the presi- 
dent of a railway system, it has a scope and effectiveness 
second only to the fundamental axioms of demand and supply. 
Society may be roughly divided into the following five groups, 
arranged according to the degree to which business transac- 
tions are affected by the effort to speculate : — 

Group 1.—Those who work for wages and buy only for 
consumption. The attempts of this class to foresee and 
profit by changes in value are for the most part sporadic 
and without important influence. Under exceptional circum- 
stances, however, when some striking development has at- 
tracted public attention, there may be such a general effort 
to anticipate future consumption as seriously to derange the 
normal action of demand. For example, during the so-called 
Leiter corner in wheat in 1897-98 many persons became so 
excited over newspaper accounts of the rapid exhaustion of 
supplies that they purehased at the prevailing high prices 
sufficient flour to last till a new crop should be available,—a 
fact undoubtedly influential in bringing about the astonishing 
absence of consumptive demand which was observable in the 
final month of that crop year. 

Group 2.— Those who work independently, like small 
farmers and shop-keepers. In the United States this repre- 
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sents a large portion of the population, and includes some of 
the most persistent speculators. It is only in the newest and 
least developed of the agricultural sections that crops are sold 
as soon as harvested; and the number of farmers who hold 
their wheat, corn, oats, or cotton with the intention of selling 
on an advance in prices, is constantly growing. The wider 
diffusion of information in regard to prices and market pros- 
pects and the steady increase in intelligence and range of 
thought among the farming population are resulting in more 
and more discrimination as to when produce shall be sold. 

During the period of low prices following 1898 the accumu- 
lation of wheat, corn, and oats in country elevators, cribs, and 
barns, was on a scale by no means generally appreciated. In 
some sections every farmer had on hand from one to three full 
crops of corn. It is this invisible reserve which has come 
forward to swamp nearly every corner attempted on the prod- 
uce exchanges. A considerable number of farmers have even 
learned the tricks of the speculative trade, and sell their grain 
as soon after harvest as practicable, purchasing at the same 
time an equal or double amount of “options” at Chicago or 
Minneapolis to be carried on “margins” until they consider 
the price satisfactory,— an attempt to “eat their cake and have 
it, too,” which results profitably only when very discreetly con- 
ducted. Others anticipate the course of prices still further by 
selling their crop for future delivery before it is harvested. 

The business of the small storekeeper requires him to antic- 
ipate the demands of his customers; and, even if he does not 
attempt to foresee the actual course of prices, he must neces- 
sarily carry a light stock in times of depression and a heavy 
one during periods of active trade. In handling such com- 
modities as flour or meal, the average dealer will make some 
effort to buy at favorable times and to 1 educe his stocks when 
he fears a decline. 

Group 8. Entrepreneurs.— Others may speculate; but the 
entrepreneur, seeking to steer a profitable course between the 
Scylla of expenses of production and the Charybdis of com- 
petitive marketing, must do so to be successful. Judgment 
and foresight are the most essential qualities in the manager 
of a business enterprise. His earnings of management are 
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very closely dependent upon his success in carrying out Roth- 
schild’s injunction to “ buy cheap and sell dear.” The manu- 
facturer who buys only when material is immediately needed, 
and sells his goods at the market price as soon as they are 
finished, will inevitably fall behind in the race. 

In 1897 the Atchison Railway made large purchases of rails 
to be substituted for the lighter weights previously in use. 
The advance in price was so great during the time these rails 
were being laid that the old ones pulled up were in many 
instances sold for more than the cost of the new. The same 
road spent nearly all its earnings on improvements and reduc- 
tions of grade during the time when material and labor were 
cheap and traffic light, thereby securing greatly increased 
returns when its business subsequently improved. Shrewd 
iron manufacturers made quick fortunes by acquiring plants 
for a song in 1896-97, and getting them in readiness for heavy 
production during the subsequent sensational advance in prices. 

When choice must be made between a manager of great 
executive ability and one of exceptional foresight, the latter 
will be selected in a majority of instances. Executive ability 
can be readily furnished by assistants, but speculative shrewd- 
ness hardly ever. 

Group 4. Investors.— Those who have capital to invest are 
certain to apply their utmost ability in seeking to foresee the 
course of prices for the commodity or security in which they 
are interested. With the recent great multiplication of cor- 
porations whose shares are listed on the stock exchanges, inves- 
tors show a constantly increasing readiness to sell out when 
they consider prices high and repurchase a different property 
or at a different time, so that it is frequently difficult to dis- 
tinguish between the investor and the unmixed speculator. 

Group 5. Speculators.— That a considerable portion of the 
population is either permanently or temporarily identified with 
this class is a fact as well known as it is regrettable. At one 
time or another nearly every one succumbs to the insidious at- 
tack of the “get-rich-quick” microbe. “I suppose,” said the 
writer to a sedate Colorado schoolmistress, to make conversa- 
tion,—“I suppose every second person in your State has a 
little mining stock laid away, worth about 15 cents a share.” 
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“Yes,” she replied with unexpected frankness; “ but I hardly 
think mine is worth that much.” The recent surprising popu- 
larity of margin-trading in stocks is a conspicuous instance 
of this tendency. 

The above cursory outline of the influence upon business of 
what might be called the instinct of anticipation is far from 
exhausting the subject, but it will suffice to introduce the dis- 
cussion of trade cycles. The effort to speculate, for the most 
part unrecognized and often almost unconscious, and in its 
temporary effect upon demand practically indistinguishable 
from actual consumption, permeates in varying degrees the en- 
tire social structure. 

For purposes of illustration it may be well to touch 
briefly upon stock exchange cycles, It is of course understood 
that the prices of securities fluctuate in accordance with 
the earning capacity of the properties represented, keeping 
pace roughly with the activity of business. This movement is 
a part of the universal trade cycle and is merely the most con- 
spicuous result of the conditions we are seeking to analyze. 
But within and subordinate to this broad general movement 
are numerous lesser stock exchange cycles, which have but little 
connection with the remaining business of the country. 

The study of the process by which “margin” accounts are 
fed, fattened, and slaughtered on the stock exchange would 
hardly be worthy the serious attention of the economist, were 
it not for the fact that speculative forces, elsewhere inextri- 
cably commingled with demand and supply, are here almost 
isolated, and can therefore be more readily examined and 
classified. 

The fluctuations of prices on an exchange represent an eter- 
nal contest between, on the one hand, investors, who consider 
(1) the rate of interest, present and prospective, obtainable on 
capital put into a security at current quotations, and (2) the 
risk involved, and who make no special effort to forecast the 
course of prices from day to day; and, on the other hand, 
the gambling class of speculators, who are entirely indifferent 
to dividends, earning power, or actual value, provided they can 
“ get right” on the immediate action of the market, 

For example, A controls a large capital, which he is always 
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seeking to invest to the best possible advantage. By judicious 
selection he finds himself able to secure an average return of 
5 per cent. Accordingly, if he sees a railway stock of recog- 
nized safety, paying 5 per cent. on a par value of 100, selling 
at such a price as to yield 54 per cent. on the cost, he is likely 
to invest therein some portion of his funds. In a time of de- 
clining prices he will probably instruct his broker to stand 
ready to buy the stock at 91. If prices subsequently advance 
to a point where this security returns only 4} per cent. on the 
current quotation, he will dispose of his holdings, giving his 
broker instructions tosell at 111. B, however, will buy the 
stock as quickly at 111 as at 91, provided he thinks it will go 
higher, and may be equally ready to “sell short” at 91 if he 
expects a further decline, As with most economic groupings, 
these two classes shade gradually into each other by imper- 
ceptible degrees. The action of the investor tends to lessen 
fluctuations and is usually beneficial both to himself and to so- 
ciety as a whole, while the action of the gambler tends to 
widen fluctuations and is invariably injurious both to himself 
and to society. 

The lesser stock exchange cycle may conveniently be said 
to run from panic to panic, with the understanding that the 
word “panic” is here used to signify merely a sharp, excited 
decline in stock prices, which frequently occurs without any 
apparent effect on other lines of business. The selling which 
causes a panic of this character is liquidation by disappointed 
gamblers who bought at higher prices in expectation of a 
further advance. Many of them are forced to sell out because 
their “margins” are exhausted. The decline continues until 
prices reach a level where investors are willing to buy. Their 
purchases gradually absorb the floating supply of stocks which 
was pressing upon the market and check the downward ten- 
dency. 

A period of dulness follows. Any further decline meets a 
constantly increasing number of standing orders to buy, but 
the enthusiasm of speculators has been temporarily dampened 
and there are few purchases on advances. This lasts until the 
far-sighted begin to see ahead a strong probability of condi- 
tions sufficiently favorable to induce active public speculation. 
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The shrewdest operators begin to buy, paying a slight advance. 
Others soon perceive that the tendency of the market is up- 
ward, and hasten to make their purchases while prices are still 
relatively low. By this time the market begins to “look 
strong,” buyers are more confident, and a generally advancing 
tendency, interrupted by numerous reactions, continues until 
investors find prices high enough to make it to their advantage 
to begin selling. Then each further rise meets resting orders 
to sell, until a large number of stocks pass from those who own 
them as interest-bearing investments to those who buy only 
as a speculation, and that for the most part with borrowed 
money. 

Two of the tricks in vogue among this class of gamblers may 
be mentioned, as we shall subsequently find that they have 
their counterparts in the trade cycle. The “pyramider” buys 
more and more heavily as prices advance, using his profit on 
the first purchase as “margin” on the second. For example, 
he directs his broker to “double the line every five points up,” 
—a form of insanity which would be incredible if it were not so 
common. The buyer of “calls” pays a fixed price, usually ten 
dollars a hundred shares, for the privilege of buying within a 
specified time at a price above the present market, his expecta- 
tion being that before the stipulated period has expired the 
stock will have advanced sufficiently to give him a profit on 
the transaction. 

When at length sales by investors become heavy enough to 
start a decline, these reckless speculators are in sore trouble. 
The greatly increased floating supply of securities is bandied 
about from one to another at lower and lower prices, bearing 
sorrow and disaster in its train, till finally the grand air-castle 
raised by human greed again collapses in panic. The inciden- 
tal variations of this programme are infinite, as both investors 
and speculators are influenced by concurrent financial and 
political events; but the underlying and eventually controlling 
principles are as above outlined. 

It is seen immediately that the differences between the purely 
speculative cycle and the industrial cycle are much more im- 
portant than the similarities. rst, the total supply of securi- 
ties is practically constant, being neither produced nor con- 
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sumed in the economic sense of those terms. Some stocks 
may be retired or exchanged or an issue may be increased if 
the charter permits, and new companies will be floated from 
time to time ; but under ordinary circumstances these incidental 
changes in quantity do not seriously modify the general char- 
acter of the cycle. The speculative principle predominates to 
such an extent as to be almost supreme. But, in considering 
the industrial cycle, we have a body of goods never twice the 
same, constantly increased by production and as steadily 
decreased by consumption. The law of demand and supply 
predominates, and the instinct of anticipation has only a second- 
ary influence. We may therefore expect to find the general 
swing of trade fluctuations so much longer and more varied 
than the stock exchange cycle as almost to defy comparison. 

Second. Securities bear interest or are expected to do so, 
while goods do not. Consequently, when commodity prices 
are declining, there is not always present a large body of inves- 
tors waiting to buy. In the case of an article which is in 
general use and can be kept indefinitely, like corn, this makes 
but little difference, as investors know that it will always have 
value, and that declining prices will check production and 
stimulate consumption. Hence many are ready to buy at any 
considerable concession in price. But articles produced to 
satisfy a particular want may be almost unsalable when that 
want disappears. If, for example, retailers and jobbers find 
themselves greatly overstocked with bicycles, owing to any 
decrease in the purchasing power of the people, the machines 
may command only a nominal price; for, before the public 
recovers its ability to buy, the style desired may have com- 
pletely changed or the sport passed out of fashion. Business 
men say that such an article is “worth whatever you can sell 
it for.” Accordingly, we may expect that the fall of prices 
will be relatively more severe in an industrial depression than 
in course of a purely stock exchange cycle. The latter is dis- 
cussed here not because of any intrinsic importance, but merely 
to assist in elucidating a principle. 

The trade cycle has been said to include ten or eleven years 
on an average, roughly divisible into three years of depressed 
trade, three of advancing trade, and three of excited trade, 
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followed by a panic. It is doubtful if such a classification is of 
any real assistance to the student, as it loses in accuracy more 
than it gains in definiteness. Perhaps the most that can be 
said is that a panic is always followed by a period of depres- 
sion, varying in length according to circumstances; a second 
period of advancing prices and increasing activity, which may 
or may not be interrupted by important reactions; and a third 
period of prosperous trade, often accompanied by excited 
speculation, culminating in a shorter period of contraction, 
which is usually at some portion of its course sufficiently sud- 
den and severe to be termed a panic. 

During the period of depression, production and consump- 
tion, partially disorganized and unbalanced by the preceding 
collapse, gradually readjust themselves upon a smaller scale te 
accord with the new conditions. The people, as a whole, feel 
themselves poorer. Many have lost heavily by the deprecia- 
tion of their property. Every one is economizing, using fewer 
or cheaper goods, Since consumption is thus reduced, pro- 
duction must be correspondingly cut down. Less money is 
received as wages, hence less can be spent in consumption, and 
so on in a vicious circle. The people are spending less because 
they are receiving less, and are receiving less because they are 
spending less. The circulation of the body politic has become 
sluggish. Capitalists have no courage to invest in new enter- 
prises; and those already established are conducted cautiously, 
if not timidly. Idle currency accumulates in bank and govern- 
ment vaults. 

This condition prevails until some event occurs to give 
prices an upward start. It may be a political change or a new 
government policy which convinces capitalists generally that 
the time is favorable for new undertakings and induces them 
to pay out money as wages for the construction of railways, 
factories, mines, etc., thus putting into active circulation some 
of the currency previously lying idle, and increasing the con- 
sumptive demand by wage-earners without a corresponding 
immediate increase in the supply of consumer’s goods. It may 
be heavy government expenditures obtained by borrowing, as 
in war, mortgaging the future for the benefit of the present. 
It may be the discovery of extensive gold mines, provided the 
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new gold is spent, so as to increase consumptive demand. If 
it is merely stored in bank vaults and the owner given credit 
for its value in dollars, its service in setting trade in motion 
will be slight and indirect. 

Again, the stimulating event may be increased sales of goods 
abroad, and under modern conditions this is usually the most 
important feature. Although the commercial relationship of 
different nations is now so close that a panic in any one of 
them is felt by the others, the resulting fall of prices is far the 
most severe in the country which contains the primary cause 
of disturbance. Consequently, that nation finds itself in a 
position to sell goods in competitive markets to much better 
advantage than before. Foreign consumers discover that they 
can buy cheaper in that country, and an increase in its exports 
follows. 

While sales to other nations are growing, imports are declin- 
ing. The feeling of poverty among the people lessens their 
purchases of foreign-made goods, and the fall of prices at home 
makes it relatively more advantageous for them to patronize 
domestic producers. Less money is spent abroad by travellers, 
and interest payments to foreign stock and bond-holders are 
smaller because of the comparative depression and unprofit- 
ableness of home industries. 

Increasing sales to other countries and decreasing pur- 
chases from them can have but one ultimate result,— the re- 
ceipt of money in payment of the balance due. Foreign 
exchange gradually weakens to the gold-importing point, and 
an inward flow begins. Such receipts cannot pile up in bank 
vaults. The money is sent to pay for goods, and finds its way, 
directly or indirectly, to the producers of those goods. For 
the most part capitalists have anticipated its arrival by pay- 
ments to farmers for their products and to wage-earners for 
their labor. Thus imports of gold are speedily converted into 
effective demand for goods. 

The first result of this increased purchasing power on the 
part of consumers is the renewed activity of established in- 
dustries. So long as the demand does not exceed the capacity 
of the favorably situated portion of the existing producing plant, 
there is little advance in prices. 
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It is at this stage that the operations of the irrepressible 
speculator begin to have noticeable effect. During the pre- 
ceding period of depression there has been little inducement 
to buy anything in the hope of selling it higher. A few 
thoughtful men have been expecting history to repeat itself, 
and the trade cycle to take its natural course; but they have 
been uncertain when the advance would begin, and the same 
experience which led them to predict a recovery also taught 
them that there would be ample opportunity to make pur- 
chases after the appearance of definite indications of coming 
improvement. When this class perceive an actual increase in 
demand for goods, based upon reasons which seem to them 
good and sufficient, they accept it as a signal that an era of 
active trade and rising prices is at hand. A very few have 
been shrewd enough just to anticipate this increased demand 
by acquiring industrial plants in advance at low prices. These 
are the stuff of which millionaires are made. 

At this point the effort to profit by foresight is confined 
almost entirely to investors and business managers, The gen- 
eral public is still sceptical of any permanent improvement. 
Many farmers take advantage of the first little rise in the price 
of grain to dispose of what they have carried through the 
period of depression, and only a few continue to hold and ac- 
cumulate for a further advance. Small shop-keepers are cau- 
tious about increasing their stocks of goods. But shrewd 
investors are buying up interest-paying properties or those 
which they believe soon will be interest-paying, and the wide 
awake entrepreneur is increasing his stocks of raw material 
and is a little less urgent in his efforts to sell the finished 
product. 

Thus the first increase in demand, due to the greater pur- 
chasing power of consumers, is closely followed, and in the 
case of some few individuals even accompanied or preceded, by 
a second increase caused by the effort to speculate; and, as 
soon as this combined demand passes the capacity of the favor- 
ably situated portion of the existing producing plant, rising 
prices result. 

There soon appears a great pressure of capital seeking in- 
vestment. During the period of depression there has been 
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but little accumulation of new capital. The profits of success- 
ful enterprises have scarcely exceeded the losses of others. 
There has been a constant transfer, but very little net in- 
crease. Production has been upon such a reduced scale as 
merely to meet current consumption, without leaving much 
surplus to be laid by as capital. But, now that trade is again 
active, there is a steady accumulation of funds in investor’s 
hands awaiting profitable employment. Stocks and bonds are 
gradually absorbed until they reach prices that yield but a 
small rate of interest on the investment. 

This advance in securities, accompanied as it always is by 
active stock exchange speculation, calls public attention to the 
upward trend of prices, and has an important sympathetic 
effect on commodities. Dealers on the produce exchanges 
adduce the lively stock market as a reason for higher prices 
on grains. A constantly increasing number of people begin 
to perceive that a period of advancing prices is in progress. 
Some speculate definitely and intentionally, buying what they 
do not want in the expectation of selling it at a profit. The 
vast majority, however, merely buy quickly what they would 
otherwise have bought cautiously, and sell slowly what they 
would otherwise have sold urgently. In buying, they pay the 
seller’s price; and, in selling, they set their own figures and 
hold to them tenaciously, thus continually aiding the advanc- 
ing tendency, but at the same time slightly increasing their 
stocks on hand. 

The next stage may be called the period of new enterprises. 
Accumulating capital overflows existing opportunities for in- 
vestment and seeks other outlets. New projects for transpor- 
tation, manufacture, mining, agricultural plantations, oil wells, 
etc., find ready support among those whose growing funds 
would elsewhere net them but a low rate of interest. Some 
of these enterprises are sound and secure. Others are over- 
capitalized, and will need to go through assignment and re- 
organization before reaching a permanently paying basis. 
Still others are founded upon misrepresentations, and ready to 
be bowled over by the first passing breeze which chills the 
enthusiasm of speculators. 

Rising prices are accompanied by decreasing exports and 
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increasing imports. Foreign buyers are unwilling to pay the 
advance, and find it profitable to purchase elsewhere. Foreign 
sellers discover that the higher scale of prices gives them a 
surplus above transportation charges on some new classes of 
goods. ; 

If prices were dependent only upon the mathematical prin- 
ciples of demand and supply, an equilibrium would soon be 
established among the price-scales of the various commercial 
nations, disturbed, indeed, by variations in crops, mines, wars, 
pestilences, etc., but always, like water, seeking its level, and 
not under the control of any broad tide-like oscillations. But, 
owing to the workings of the instinct of anticipation, the up- 
ward movement of prices in the country we are considering 
has acquired momentum. 

The public is convinced that “ prosperity ” has come to stay, 
and it is a curious fact that in the minds of the vast majority 
the idea of prosperity is inseparably connected with advanc- 
ing prices. At least nine men out of ten are natural opti- 
mists. If it were not for that fact, civilization would make 
slow progress; for the one permanently successful enterprise 
rises out of the ashes of nine failures. Stock-brokers will tell 
you that 90 per cent. of their customers are “ bulls.” 

Some years have passed since the last panic, and the pain- 
ful lesson then impressed upon the public mind has become 
dimmed by lapse of time. From being over-cautious dur- 
ing the period of depression, the people in general have now 
swung to the opposite extreme, and have become over-con- 
fident. The higher prices go, the more speculation increases, 
the more ready is the buyer of goods to pay a slight advance, 
and the less urgent is the seller to dispose of stocks on hand. 
Eintrepreneurs everywhere are inclined to “branch out,” to 
put their profits into the enlargement of their business in a 
manner similar to “pyramiding” in the stock market. 

Even the consumer usually has on hand at this period more 
goods than he had during the preceding depression. The 
farmer has considerable supplies of grain. “Times are good,” 
he says, so that there is little risk in carrying it, and prices are 
likely to be higher. The merchant is having a lively trade, 
and is well stocked up. The entrepreneur has a quantity of 
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raw material on hand, to forestall delays, and more contracted 
for. He’ also has a considerable stock of finished goods, for 
which he anticipates an easy sale. Investors own stocks and 
other property bought at high figures. Every one is speculat- 
ing, consciously or unconsciously, seeking to anticipate the ex- 
pected continuance of good times and high prices; and nearly 
every one is “loaded” with goods. 

Real estate is the last to “boom,” because great activity in 
building operations cannot prevail until the people have ac- 
cumulated sufficient funds to pay for new and better accom- 
modations. Speculation in land often runs to absurd extremes, 
so that large sums are paid for the “option” on a property for 
a specified time,— agreements exactly equivalent to “ privi- 
leges” on the stock or produce exchanges. Such a condition 
of the real estate market is apt to mark the culmination of a 
period of prosperous trade. 

Decreasing exports and increasing imports soon result in an 
outward movement of money to pay the balance. Since sales 
of goods to other nations lessen the quantity at home and 
purchases abroad increase domestic supplies, this shifting in 
foreign trade causes an enlargement of stocks on hand. <A 
nation which sells less and buys more, without any correspond- 
ing immediate decrease in production, must accumulate; and 
exports of gold are the visible sign of this accumulation. 

The most important influence of gold shipments, however, 
is in causing the shrewdest class of business men to begin sell- 
ing their least desirable property and stocks of goods. Itis a 
maxim among such that there is a time when it pays better to 
allow money to lie idle than to invest it in any other form of 
property. When the rise in prices began, these men turned 
their money capital into goods so far as practicable. They 
now fear falling prices, and therefore turn their goods into 
bankable funds. To put it in another way, far-sighted men 
buy money, because that goes up when everything else goes 
down. As yet they are content to leave it in the banks, where 
interest is paid on it, while at the same time it appreciates 
through declining prices. 

When the ablest business men thus dispose of their prop- 
erty, they must necessarily sell it to those less keen in antici- 

















a 


ROE Ts 











































TRADE CYCLES 807 


pating and therefore, as a rule, less wealthy. The general 
public has at that time no more expectation of falling prices 
than it had of a rise during the period of depression. The 
people are confident, even enthusiastic, and relatively prosper- 
ous. Consequently, the shares of many companies, previously 
held chiefly by a few wealthy men, are found to have become 
distributed among a great number of smaller owners, and in 
many instances a considerable portion are held on “ margin.” 
Shrewd entrepreneurs get rid of stocks on hand, with the re- 
sult that those not so shrewd are left with an extra quantity. 
Everywhere property is passing from those who know to those 
who do not know, and from those who own to those who hold 
largely on credit. <A sells property to B, and puts the money 
in the bank. The bank lends money to B with which to pay 
for the property. 

As the number of those who wish to turn goods into money 
increases, it is observed that prices are showing irregularity 
and a spasmodic tendency to decline. At first the majority of 
the public expect an early recovery and hold on, while those 
who are already overloaded grit their teeth and borrow more 
money. But the desire to liquidate spreads like ripples from 
a stone dropped into a pool. The idea that it is a time to sell 
rather than buy or hold property gradually penetrates to suc- 
cessively lower grades of business sagacity. The pressure of 
offerings increases as prices yield, and some of the more ex- 
tensive borrowers find their credit approaching exhaustion. 

Eventually, a point is reached where the keenest capitalists 
begin to fear an epidemic of failures and consequent embar- 
rassment of the banks. At such a time the actual possession 
of cash is of far more value to the manager of extensive en- 
terprises than any interest obtainable from the banks, as it 
protects him against every possibility and ramification of fail- 
ures, gives him ready money for use in his business at a time 
when that blessing is enjoyed by few, and enables him to loan 
to his less far-sighted associates at exorbitant rates. 

With conditions as above outlined, the attempt to accumu- 
late cash, even by a comparatively small number of wealthy 
men, will precipitate a panic. The withdrawal of twenty or 
thirty millions of currency from New York banks, for ex- 
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ample, would be sufficient to cause “tight money” and a 
brisk calling of loans. If underlying conditions were sound, 
such a contraction would be merely an incident; but when a 
great number of firms are in unstable equilibrium, as it were, 
each leaning upon the others by means of intermingled credits, 
the collapse of any one pulls down more. 

To complete the illustration given a few paragraphs back : 
A sells property to B, and puts the proceeds in the bank. The 
bank lends money to B with which to pay for the property. 
A next withdraws his money from the bank in cash, thus com- 
pelling the bank to recall its loan from B. B is then forced 
to sell the property back to A at whatever price A is willing 
to pay for it. 

Stated in this personal fashion, it would appear that A had 
acted very meanly in the matter; and it is that view which led 
some to charge the capitalist class with producing the panic 
of 1898 by conspiracy. In point of fact no such agreement is 
possible under present conditions, though one great financial 
interest might follow another’s example. Each individual is 
merely seeking to protect himself from apprehended dangers. 
To withdraw cash at such a period is clearly unpatriotic, but 
for any one individual to refuse to do so on that ground might 
result in loss to himself without averting disaster from others. 

If we let A represent a class, those shrewd or lucky enough 
to prepare for liquidation and panic, and B another class cov- 
ering all the rest of the property-owning population, then the 
above illustration is an exact epitome of the descending por- 
tion of the trade cycle. 

A rise in the money-value of goods is slow and pleasant; 
but the advance in the goods-value of money—the fall of 
prices—is short, sharp, and painful. Goods accumulated 
gradually in the inspiration of hope are thrown recklessly 
overboard under the pressure of bankruptcy or the spell of 
fear. It is the survival of the strongest intellectually and 
financially, and the decline and subsequent depression will not 
end until the weak are thoroughly eliminated. Moreover, the 
hoarding of currency in time of panic so lessens the circulating 
medium as seriously to interfere with the ordinary processes 
of exchanging goods. It is a periodical breakdown of the 
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social machinery, and one for which our economic and politi- 
cal engineers have so far been unable to suggest any adequate 
remedy. 

The credit system is responsible for both the extent of the 
advance in prices and the violence of the decline, and is the 
sole cause of the panic which results from the hoarding of 
cash, as without credit there would be no fear of bank failures; 
but it is not the cause of that seesaw movement between goods 
and money which is termed the trade cycle. The effort to 
anticipate higher prices would still exist if credit were un- 
known. 

Wheat affords an excellent illustration of the effect of spec- 
ulative sentiment on prices apart from the influence of demand 
and supply proper. The per capita consumption of that grain 
does not appreciably increase in prosperous times, as whatever 
tendency there may be to an enlarged use in some directions 
is fully balanced by the more extensive substitution of meat 
and vegetables among wage-earners. Yet it is a well-known 
fact that, other things being equal, the price of wheat averages 
considerably higher during periods of activity than in times of 
depression. 

The reason why the trade cycle is a modern phenomenon is 
immediately evident. It is the growth of public intelligence 
which has led to the well-nigh universal development of the 
attempt to foresee and anticipate the effect of future events 
on prices. A popular novelist represents one of his characters 
as suggesting the following modification of the Golden Rule: 
“Do unto others what they would like to do to you, and do it 
first.” The effort to speculate increases with the growing 
“smartness” of the people. 

It would seem that some of the time spent in discussing the 
periodicity of crises might better have been employed in pro- 
ductive labor. Since the beginning of railway transportation 
there have been four great panics in the United States,— 1837, 
1857, 1878, and 1898. There were also intermediate reactions 
in trade in 1847 and 1884. The Civil War so deranged indus- 
trial conditions between 1857 and 1873 as to overshadow other 
influences. The shortening up of that tidal period was appar- 
ently due to the immense expenditures of the government and 
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the inflation of the currency, which acted as a powerful stimu- 
lus to advancing prices. It seems self-evident that the dura- 
tion of a trade cycle must depend largely upon the special 
conditions which tend to retard or accelerate the action of 
natural forces. 

It is plain that the development of the “trust” system and 
the consequent centralization of industry may have an impor- 
tant effect in lessening the severity of periods of liquidation 
and panic, but the full discussion of that question would take 
us beyond the limits of this article. 

In conclusion, the primary cause of the trade cycle is the 
effort of buyers and sellers to anticipate a rise in prices. This 
preduces a fictitious enlargement of demand beyond real con- 
sumptive requirements, and finally results in the accumulation 
of considerable stocks of goods. At the same time, prices pass 
above the average international level. Buyers at these figures 
are necessarily less shrewd and, on the average, less wealthy 
than sellers, so that the first important unfavorable develop- 
ment finds much property in weak hands and causes a disas- 
trous decline. Price fluctuations are increased in extent and 


severity by the credit system. i ee 
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es de colonies ‘agricole a ree tein. Fort. Rev., Jan 
en France. Paris: Giard et 
1901. 18mo, 2 fr. 
IV. LAND. 
Martin (J. ey a. Ly = of In Periodicals. 
Rural oe P Morris (W. 0.). The Compulso 
kin. 1901. Purchase of Irish Lands. Fort. 


PELAVEL (Captain), a Coming 
Revolution. Sonnen 
schein. 8vo. - “e 


Rev., Jan. 
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Vv. POPULATION, EMIGRATION, AND COLONIES. 


Arnaup (A.) and Meray (H.). 

oO tion administrative, _ 
diciare, politique, et financiére des 
: Challam: 


colonies. el. 1900. 
8vo. 5 fr. ‘ 

[Vol. IL. of French colonial se- 
ries mentioned below. ] 


CANDERLIER (G.). Les causes de 
la dépopulation de la France. 
Paris: umin. 1901. 18mo. 
pp. 67. 1 fr. 

Coste (A.). La facteur population 
dans l’évolution sociale. Paris: 
— et Britre. 1901. 8vo. 
2 fr. 

Dusors (M.) and TERRIER (A.). 
Un sitcle d’expansion coloniale. 
— Challamel. 1901. 8vo. 
O fr. 

[The first of a series of five vol- 
umes on the French colonies, pre- 
— by various writers under the 

irection of the French colonial 
ministry.] 

Fromervaux (H.) and TANTET 
V.). L’ceuvre scolaire de la 

ce aux colonies. Survivance 
de lesprit francais aux colonies 
perdues. Paris: Challamel. 1900. 
8vo. 7.50 fr. 

[Vol. IV. of French colonial se- 
ries mentioned above. ] 

Grossi (V.). Storia della legisla- 
zione sull’ emigrazione in Italia 
e nei princi stati d’ Europa. 
Milan: Soc. editr. librario. 8vo. 


. 89. 
ane (C.). La mise en valeur de 
notre domaine coloniale. Paris: 
Challamel. 1900. 8vo. 7.50 fr. 
[Vol. III. of French colonial 
series mentioned above. |] 


MeERLINI (A.). La as ey 
intera. Pistoja: Niccolai. 1901. 

RossiGNnou (G.). Le pays des céliba- 
taires et des fils uniques. Paris: 
Auteur. 1901. 18mo. 

[The author would stimulate 
the population of France by taxes 
upon celibates and sterile mar- 
riages, and by an inheritance tax 
inversely proportioned to the size 
of families. 

Roux (T. C.). Introduction générale 
aux colonies francaises. Paris: 
Challamel. 1901. 8vo. 5 fr. 

Introductory volume to French 
colonial series mentioned above. ] 

Sytvarn (B.). Du sort des in- 
digenes dans les colonies d’ex- 
ploitation. Paris: Boyer. 1901. 
8vo. pp. 528, 

TaRRIN (A.). La dépopulation en 
France. Chambery: Ménard. 
1901. 8vo. Brochure. 

Tour (I. de la) and Dowautt (M.). 
Régime de la propriété, et de la 
main-d’ceuvre. L’agriculture aux 
colonies. Paris: Challamel. 8vo. 
7.50 fr. 

[Vol. V. of French colonial se- 
ries mentioned above.] 

UNSIGNED. Alliance nationale 
pour l’accroisement de la popula- 
tion francaise. me, sta- 
tuts, et comte rendu des travaux. 
Paris: 26 Avenue Marceau. 1901. 
8vo. pp. 54. 


In Periodicals. 


Mouer (Dr. P.). Frankreichs kolo- 
niale Zollpolitik. Preuss. Jahrb. 
116, Heft 1. [A statistical study. ] 


VI. TRANSPORTATION AND EXCHANGE. 


Borkovskn (I. Th.) Apergu sta- 
tistique des chemins de fer et des 
voies navigables de la Russie. St. 
Petersburg: Ministére des voies de 
Se 1901. 8vo. pp. 

HELLER (Vict.). Der Getreidehan- 
del u. seine Technik in Wien. 





Breslau: M. and H. Marcus. 1901. 
8vo. pp. 171. 4.80 m. 
[2 Heft in Wiener staatswissen- 

schaftliche + ie 

LoHMANN (Dr. F.). ie Entwick- 
Jung der Lokalbahnen in Bayern. 
Leipzig: A. Deichert Nachf. 1901. 
8vo. pp. 247and map. 6.50 m. 
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0. 11 in Prof. Schanz’s banat 
und Verwalt 
ScuayveE (V. A.). L’état et la ~ 
rine marchande francaise. Paris: 
pe 1901. 8vo. 4 fr. 


In Periodicals. 


Bacon (E. P.). — Inad 
Powers of the m- 
0. — Rev., 
Jan., 1902. [Complains of the 
ity of the commission to fix 
rates or adequately to enforce its 


nowt. 
CROWELL (J. Pe mn Status 


Ameri- 

-“ iy ng anal Amer. 
ive in- 

capped lack of 

A aoe i ess and 


great fluctuations the prices 


materials. ] 
yA. PE, 
es sen wesens 
von 1848-54. Archiv f. Eisen- 
bahnw., 1901, Heft 4. 
Jounson (E. R.). The Isthmian 
Canal in its Economic 
Annals Amer. Acad., Jan. [Con- 
sideration of tolls, initial traffi 
and the eventual develo 
foreign trade of the United States.] 
Knapp (M. A.). Government Own- 
ership of Railroads. Annals Amer. 
head, Jan. 7 arguments for 
and against. Is himself 


and in favor a more t 
regulation. } 


Knox (v.). The Economic Effect 
of the Tramways Act of 1870. 
Econ. Journ., Dec. [A very un- 
favorable criticism of the effects 
of municipal ownership of tram- 


ways. ] 

Law (Sidney). The Tangle of Lon- 
don Locomotion. Fort. Rev., Jan. 

MEYER (B. H.). Advisory Councils 
in way Administration. An- 
nals Amer. Acad., Jan. [‘‘ The 
council system as part of the pro- 
posed new Department of Com- 
merce, or added to the present 
Interstate Commerce Commission, 
to bring the public and the rail- 
roads together. 5}, 

Newcoms (H. J. The Concen- 
tration of Railway Control. An- 
nals Amer. Acad., Jan. [‘‘To 
attempt to shackle them [the rail- 
—_ 7 = ebstacles whiche 
path o: ust; rogress W 
while they cannot S made insur- 
mountable, are very likely to re- 
tard it, and to be the source of 
innumerable and unforeseen diffi- 
culties.’’] 

WaGner (Dr. C. A.). Ueber die 
wirtschaftliche Lage der Bin- 
nenschiffahrtsunternehmungen in 
Grossbritannien und Ireland. Ar- 
chiv f. Eisenbahnw., 1901, Heft 6, 

WERMERT (Georg). Ueber die Wirk- 
ungen des Borsengesetzes und 
die Notwendigkeit seiner Ver- 
anderung. Jahrb. f. Nat. Oek., 
22, Heft 6. 


VII. INTERNATIONAL TRADE AND CUSTOMS LAWS. 


Bartens (Dr. Alb.). Die a 
 — Entwickl 


—_ Wiirte: “der Handel 
sicht. der a eceapne 
Frankfar a. M.: pper. 


Erde. Auf Grund officieller Daten 

3 Jahre wean. Vie <4 
ten t. enna 
& Berndt. 1901. 8vo. 
Map. 1.70 m. 


Byne (G.). Protection: The Views 
of a a. London: 
Eyre. 

CALWER (Rich. , "Die Meistbegiin- 
stigung der Vereinigten Staaten v. 
Nordamerica. Berlin: Akadem. 
Verlag f. sociale cae 
1901. 8vo. pp. 154. 3m. 

ScHAFFLE (Dr. roy Ein Votum 

den neuesten Zolltarif. Tii- 
ingen: H. Laupp. 1901. 8vo. 


wo . 240. 3.50 m. 

OODLOCK (T. F.). The Anatomy 
of a Railroad Report and Ton-mile 
Cost. New York: S. A. Nelson. 
pp. 116. $1. 


Oe hire DOS 




















[‘‘An analysis of railroad reports 
for investors, stockholders, and 
students.’’] 


In Periodicals. 


CHARLTON (John). Reciprocity 
with Canada. 
Grsson (E. J.). 
Foreign Trade. Forum, Dec., 
1901. [A review of the reciproc- 
ity treaties of the United States. ] 


OsBORNE - B.). E ion 
through procity. tlantic 
Monthly, Dec., 1901. [‘‘ Reciproc- 


ity is, therefore, the only safeguard 
against a war of retaliatory tariffs 
destructive to commerce and prej- 
udicial to international comity.” 
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ScHOENHOF (Jacob). The Rake’s 
in Tariff Legislation. 
Forum, Jan., 1902. 

Wresincer (C.). Handelsvertrige 
und Handelspolitik. Ann. des 
Deutsch. Reichs, 1901, Nos. 10 and 
11. [A statistical study of Ger- 
man export trade, by an Oberzoll- 
rat at Altona. To be —. 

Wremineuaus (A.). Der Ent 
eines neuen tarifgesetzes nebst 
Zolltarif fiir das Deutsche Reich. 
Jahrb. f. Nat. Oek., 22, Heft 5. 

UNSIGNED. Handelspolitische 
Aufgabe und Verwertharkeit des 

eutschen olltarifentwurfs. 

Jahrb. f. Nat. Oek., 22, Heft 6. 


VIII. MONEY, BANKING, CREDIT, AND PRICES. 


CocHRANE (A. D.). Banking. Notes 
on the Origin and Development of 
Banking and Lessons to be drawn 
from its History. London: Wil- 
son. 1901. 8vo. pp. 105, 2s. 6d. 

Corrin (Geo. M.). 
of Banks and Banking. 
York: S. A. Nelson. 16mo. pp. 


137. $1.25. 
Hienette (A.). Le crédit dans les 
colonies sucriéres  francaises. 


Paris: Rousseau. 1901. 8vo. pp. 


268. 

Lvue1 (Umesaburo). Die Reform des 
japanischen Geldwesens im Jahre 
1897. Géttingen: Vandenhoeck 
& Ruprecht. 1901. 8vo. pp. 57. 
1,40 m. 

Snag eg | 

Prrroup (T.). Essai sur le billet 
de banque. Paris: Rousseau. 1901. 
8vo. pp. 186. 

RaFFALOVIcH (A.). Le marché 
financier en 1 1901. Paris: 
Guillaumin. 8vo. 10 fr. 

(This, the tenth annual volume, 
like its predecessors, contains de- 
tailed reviews of the year’s finan- 
cial history in the leading coun- 
tries. Some are written by the 
author, some by well-known ex- 
perts in the te Bt countries. } 

SKARZYNSKI (S.). Essai sur une 
‘Banque de Russie.” Paris: 
Guillaumin. 1901. 8vo. pp. 73. 
2.50 fr. 


Skarzynsxr (S.). Bank-Archiv. 
Zeitschrift f. Bank- u. Bérsenwe- 
sen. Frankfurt a. M.: Mahlau & 
Waldschmidt. 1901. 4to. 10m. 

[Vol. I., October, 1901, to Sep- 
tember, 1902. 


In Periodicals. 


HEINEMANN (Ernst). Die Berliner 
Banken im Jahre 1900. Jahrb. f. 
Nat. Oek., 22, Heft-5. 

KaLKMANN (Ph.). Hollands Geld- 
wesen im 19 Jahrhundert. Jahrb. 
f. Gesetzg., 25, Heft 4. 

Kinzer (D.). Credit Currency and 
Population. Journ, Polit. Econ., 
Dec. » = the — be- 
tween density and growt. pop- 
ulation and the proportion of 
credit vest used in the currency. ] 

McLeEop (H. C.). How to secure 
an Elastic Paper Currency. No. 
Am, Rev., Dec., 1901. [Favors 
the establishment of a ‘‘ National 
Bank of Issue,’’ in which each na- 
tional bank which chooses to 
place itself under its supervision 
shall be requested to keep a cash 
reserve of 25 per cent. of its 
notes. ] ’ 

Purtuipes (M.). Emergency Issues 
of Notes and Tokens co uent 
upon the Passing of the Bank Re- 
striction Act of 1797. Journ. 
Inst. of Bankers, Dec. 
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RaFFALOvicH (A.). Les mouve- 
ments de po officiel de la 
banque d’All de 1895 a 
1900. Journ. des ., Nov. 


WARSCHAUER (Dr. O.). Die Pro- 
bleme der Diskontpolitik und der 
inlindische Wechselverkehr. Fi- 
nanz-Archiv, 18, Band 2. 


IX. FINANCE AND TAXATION, 


BERNISCHES STATISTISCHES Bvu- 
REAU. Ergebnisse der Steuer- 
statistik des Kantons Bern pro 
1899. Bern: Schmid & Francke. 
1901. 8vo. pp. 161. 1.20m. 

Cossa (E.). La teoria dell’ imposta. 
Milan: Hoep! - 1902. 8vo. 

* FAIRLIE (A . Municipal Ad- 
ministration. New pang Mac- 
millan. 1901. 8vo. Lp 

[Part II. on munici activities 
and III. on municipal finance are 
of economic interest. De- 
scribes what is being done, and 
pt ha little attention to questions 
ri) 

encune. F.). La 2 sate de 
loctroi. : Rousseau. 1901. 
8vo. pp. 293. 5 fr. 

[inclu des a history of octroi 
duties in various countries, as well 
as an examination of means for 

their 2 EP in France.] 

Levy (R. G.). Les tendances nou- 

velles de la législation fiscale en 
Europe —_ cinquante ans. 
Paris: Société francaise d’im- 
— 1901. 8vo. pp. 100. 

M wy and analyzes the his- 
of budgets of the leadin 
aie during the 19th century. 

MaRIon (M.). L’impét sur le rev- 
enu au dix-huititme siécle, prin- 
cae ge en Guyenne. Paris: 

1901. 8vo. pp. 249. 6 fr. 

Niwa (L.). La riforma tributaria. 
Esenzione di quote minime im- 
mobiliari. n: Bocca. 1901. 

Mahe ha répacaion de Tango 
le percussion de 
Paris: — 1901. 8vo. pp. 


445. 

SETTI any. Dell’ importa progres- 
- ee A. 5 rapporti 
della one e. - 
liari: ‘Secmunenhiie,. ioe, 
8vo. pp. 159. 

In Periodicals. 


Atzssio (G.). Desegno di una ri- 


forma razionale del sistema tribu- 
tario italiano. Giorn. degli Econ., 
Nov. 

ALLEN (W. S.). Taxes on Street 
Railway Franchises. Forum, Nov., 
1901. [‘‘If our municipalities 
will treat the street railways as 
institutions to be fostered, 
insist on low rates of fare, ‘and 
allow those investing their money 
a fair return on the money actually 
invested, .. . all will benefit far 
more than will be the case when 
efforts are continually made to 
hamper this ee by the 
imposition of extra burdens.’’] 

ANTZIFEROFF (Al.). Das Brannt- 
weinmonopol in Russland. Jahrb. 
f. Nat. Oek., 22, Heft 4. 

CANNAN(E.). Equity and Economy 
in Taxation. Econ. Journ., Dec. 
[Economy should play a larger 
part in scheme of taxation than 
equity, because unequal taxes be- 
come equitable after some lapse 
of time. 

CassEL (G.). The Theory of Pro- 

ssive Taxation. Econ. Journ., 


Crow (F. R.). A Comparative 
Study of the Administration of 
City Finances in the United 
States. Publ. Amer. Econ. Assoc., 
Nov., 1901. [A careful use has 
been made of such sources of in- 
formation— somewhat fragmen- 
tary —as are available. “| 

CoueRr (Bird S.). Amend the Debt 
Limit. Municipal Affairs, fall 
issue, 1901. 

GraF (Franz). Die Tabakbesteuer- 
ung in Deutschland. Ann. des 
Deutsch. Reichs, 1901, Nos. 10 
and 11. [The writer is Oberzoll- 
inspektor. To be continued. | 

HECKEL (M. v.). Die Getranke- 
steuern in Frankreich. Jahrb. f. 
Nat. Oek., 22, Heft 4. 

HOLLANDER (J. H.). The Finances 
of Porto Rico. Pol. Sci. Quar- 



































terly, Dec. [Describes how order 
has been brought out of chaos by 
the new revenue bill. 

Hoveuton (Arthur). The Spanish 
Debt. No. Amer. Rev., Dec., 


1901. 
A review of the Spanish national 
nances. ] 

PLeEHN (C. C.). Taxation in the 
Wie sy ge I. Pol. Sci. Quar- 
terly, Dec. [The Spanish laws of 
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taxation were excellent, the ad- 
ministration bad.] 

RAFFALOVICH (A.). The Russian 
Debt. No. Amer. Rev., Jan., 
1902. [A review of the history of 
the national debt of Russia. ] 

Scuanz (G.). Studien zur Ge- 
schichte und Theorie der Erb- 
schaftssteuer. Finanz-Archiv, 18, 
Band 2. [Conclusion.] 


X. HISTORY, BIOGRAPHY, AND DESCRIPTION. 


AULAGNON (C.). La Sibérie écono- 
mique, considérée plus spéciale- 
ment dans sa partie cisbaikalienne. 
Préface de Fred. Passy. Paris: 
Guillaumin. 1901. 8vo. pp. 227. 


6 fr. 

Arts (G.). I trattati commerciale 
della Republica Fiorentina. Vol. 
I., Secolo XIII. Florence: Lu- 
machi. 1901. 8vo. pp. 240. 31. 

Des Marzsz (G.). Les luttes soci- 
ales en Flandre au moyen 4ge. 
Brussels: Lefévre. 1900. S8vo. 

*Diesy (W.). ‘* Prosperous’’ Brit- 
ish India: A Revelation from Offi- 
cial Records. London: Unwin. 
1901. 

[The author concludes after an 
elaborate analysis of official re- 
turns that individual incomes in 
India have steadily diminished. 

FREDERIKSEN (N. C.). La Finlande. 

conomie publique et privée. 
Paris: Soc. nouv. de libr. 1901. 
16mo. pp. 488. 3.50 fr. 

[Treats of the resources, indus- 
tries, commerce, banks, railways, 
and public finances of Finland. 
The author was formerly professor 
of economics in the University of 
Copenhagen. ] 

Grrarp (H.). Présent et avenir 
agricole de la  Basse- te. 
Paris: André. 1901. 8vo. fr. 

Huser (Dr. P.). Der Haushalt der 
Stadt Hildesheim am Ende des 14 
u. in der ersten Hilfte des 15 
Jahr, Leipzig: Jah & Schunke, 
1901. 8vo. pp. 155. 3m. 

[Heft 1 in Professor Stieda’s 
Volkswirtschaftliche und _ wirt- 
schaftsgeschichtliche Abhand- 
lungen. 





MacHatT (J.). Le —— ment 
économique de la Russie. Les 
ressources, les industries, l’agri- 
culture, et le commerce extérieur. 
Paris: Colin. 1901. 18mo. 4 fr. 

REICHSAMT DES INNEREN. Be- 
richte iiber Handel und Industrie. 
Berlin: C. Heymann. 1901. 8vo. 
pp. 201. 10m. 

[Vol. 8, Heft 1.] 

* RoBERTS (Peter), The Anthracite 
Coal Industry. A study of the 
Economic Conditions and Rela- 
tions of the Co-operative Forces 
in the Development of the Anthra- 
cite Coal Industry of Pennsylvania. 
New York: Macmillan. 1901. 8vo. 
pp. 261. -50. 

[A valuable study by one who 
has had exceptional opportunities 
for knowing both the technical 
and the social side of the industry.] 

Romet (P.). Etude sur la situation 
économique et sociale des marins 
pécheurs. Paris: Institut internat. 
1901. 8vo. aie 256. 

Sarnt-Lzon (E. M.). Le Compag- 
nonnage, son histoire, ses cou- 
tumes, ses réglements, et ses rites. 
Paris: Colin. 1901. 18mo. pp. 374. 

[A scholarly work.] 

ScHWEIZER Handels- u. Industrie 
Verein. Bericht iiber Handel 
und Industrie der Schweiz im J. 
1900. Ziirich: Schweizer Han- 
dels- u. Industrie Verein. 1901. 
4to. pp. 248. 2.50 m. 

SENKEL (Dr. W.). Wollproduktion 
und Wollhandel im XIX. Jahrh. 
m. besond. Beriicksicht. Deutsch- 
lands. Tiibingen: H. Laupp. 
ey 8vo. pp. 150 and diagrams. 

m. 




















un, zu Zeits, f. d. 


ges. Staatsw. 

Speck (Prof. E.). Han 
schichte des Altertums. Lei 

F. Brandstetter. 1901. 8vo. pp. 
690. 7m. 


[Vol. II. Die Griechen.] 
StTaneErFF (Dr. S.). Das Gewerbe- 
wesen u. die litik in 
en. Leipzig: G. Wittrin. 
1901. 8vo. pp. 1 2.50 m. 
Vossion (L.). L’ Australie nou- 
velle et son avenir. : Guil- 


net. 
UMNsIGNED. me ae tein ~ 
tistique financitre et e p 
Seconde sé 


tion. re année. 
St. Petersburg: oe tl 1901. 
8vo. pp. 556. 

In Periodicals. 


Beer (G. L.). Cromwell’s 


nomic Policy. I. Pol. Sci. Sel, Quer. 
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terly, Dec. [Describes the politi- 
cal and economic background of 
the policy.] 

=“ cr ven. The Sugar Question 

es No, Am. Rev., Jan., 
‘Bounties stimulate pro- 
duction, enco foreign con- 
sumption, establish industries 
founded on privileges always 
threatened by crises. .. . We hope 
the Brussels conference will end 
this absurd system.’’] 

LEVASSEUR (E.). Les traités de 
commerce entre la France et 
l’Angleterre sous l’ancien régime. 
Rev. d’Econ. Pol., Oct.-Nov. 

MUrrrz (A.) and RovussEAUXx (E.). 
L’avenir cole de Mad car. 
Rev. des ux Mondes, m 1. 
[The oquiasinnned future of the 
country rests principally in the 
cultivation of tropical plants, 
sugar-cane, coffee, cocoa, cloves, 
tea, vanilla, and rubber.] 

SrevekiIne (H.). Aus venetian- 
ischen Handlungsbiichern. Ein 
Beitrag zur Geschichte des Gross- 
handels im 15 Jahrhundert. 
Jahrb. f. Gesetzg., 25, Heft 4. 


XI. STATISTICS. 


ALLENDORF (Dr. H.). Der Zuzug 
in die Stidte, seine Gestaltung 


und a A. . in der 
ae | 7 
p. m. 

1OIN 0. 30% in P< le Ton Nationalé- 

konomischer u. statistischer Ab- 

handl des  staatswissen- 

Seminars zu Halle.] 

K6riésy (Dr. Jos.). Die Snsasiclion 

Ergebn’ der Acti 


te (1874-98). Berlin: 
er & Miihlbrecht. 1901. 

8vo. pp. 92. 1.50 m. 
[In blikationen des statis- 


tischen Bureaus der Stadt Buda- 
pest. ] 





In Periodicals. 


Apams (T. S.). Index Numbers 
and the Standard of Value. I. 
Journ. Polit. Econ., Dec. |‘‘A 
general theoretical introduction ’’ 
to the ‘‘ subject of index numbers 
and summing up of the” old con- 
troversy of the standard or meas- 
ure of value. ] 

BENINI (R.). Tecnica e logica dei 
rapporti statistice. Giorn. degli 
Econ., Nov. 

LINDSAY (S. M.). A Colossal In- 

uiry Completed. Amer. Monthly 
Rev. of Reviews. Dec., 1901. [A 
popular account of the work of 
the Industrial Commission. | 

MERRIAM (W. R.). Need of a Per- 
manent Census Office. No. Am. 

Rev., Jan., 1902. 
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XII. REPRINTS, TRANSLATIONS, AND NEW EDITIONS. 


CAIRNES (J. E.). Le caractére et 


la méthode | ue de l'économie 
— , uit G. Valran. 
: Giard et Britre. 1901. 

8vo. 5 fr. 
KautTsky(K.). La lutte des classes 


en France en 1789. Traduit par 
E. Berth. Paris: Jacques. 1901. 
18mo. 

[The origin of the Revolution is 
exclusively sought, according to 
the materialistic conception of 


histo: 
tions. 
Ruortre (J.). Opérations et travaux 
de banque. Paris: Storch. 1901. 
8vo. 5 fr. 

[8d edition, revised and en- 


Smart (W.). La répartition du 
revenu national. Traduit par G. 
Guéroult. Avec une préface de 
Paul Leroy - Beaulieu. Paris: 
Giard et Briére. 1901. 8vo. 7 fr. 


» among economic condi- 


XIII. NOT CLASSIFIED. 


ANTHEAUME (L.). L’alcool en Bel- 
gique au point de vue fiscal et au 
S t de vue hygiéniques. Paris: 
ay fréres. 1901. 8vo. pp. 284. 

r. 

BisHop (W. H.). The Corporation 
of Foreign Bondholders. ndon: 
Wilson. 1901. 8vo. 

Cart (E.). L’enseignement indus- 
triel et commercial dans les insti- 
tutions libres catholiques. Paris: 
Téque. 1900. 8vo. 

*CLARK (J. B.). The Control of 
Trusts. An Argument in Favor 
of Curbing the Power of Mo- 
nopoly by a Natural Method, 
New York: Macmillan. 12mo. 


pp. 88. 

[The legal forces should be di- 
rected toward the prevention of 
discrimination rather than the 
suppression of combination. ] 

Crump (Arthur). The Theory of 
Stock Exchange Speculation. 
New York: S. A. Nelson. pp. 
125. $1. 

Dos Passos (John R.). Commer- 
al ee oe ———— ons 

ghts 0} ggrega’ apital, 
New York: Putnam’s Sons. 1901. 
12mo. pp. 259. 90 cents net. 

Dumont (A.). La morale basée sur 


la dem phie. Paris: Schlei- 
cher. 1901. 18mo. 


wie theological and metaphysi- 
bases of morality having been 
weakened by the progress of sci- 
ence, the author claims to have 





ane a eggs for a 
ethnography and dem phy. 
JENNINGS (Edwin B.). Peoste and 
Property. New York: The Abbey 
Press. 1901. 12mo. pp. 109. 50 
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